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PREFACE. 

No  great  originality  can  be  claimed  for  this  book, 
except  perhaps  in  the  treatment  of  the  subject.  The 
material  for  it  was  found  in  many  books,  accessible  only 
to  the  student  of  finance  who  can  consult  a  large  li- 
brary. Free  use  has  been  made  of  these  sources  of  in- 
formation and  the  result  has  been  the  presentation 
of  what  can  be  found  nowhere  else  in  compact 
form — an  impartial  statement  of  the  conditions 
of  note  issue  by  the  banks  of  the  various  countries  of 
the  world  and  an  exhibit  of  the  workings  of  their 
systems. 

A  very  large  proportion  of  the  currency  of  the  world 
takes  the  form  of  bank  paper.  Whether  it  can  prop- 
erly be  called  money  is  a  matter  of  dispute.  A  bank 
note  is  simply  the  promissory  note  of  a  bank.  It  is 
usually  secured  by  other  dtebts,  sometimes  commercial 
paper  and  discounts  and  at  other  times  by  the  debt  of 
the  nation.  However  large  the  reserve  held  may  be, 
it  is  seldom  sufficient  to  pay  all  of  the  notes  on  demand, 
just  as  a  bank  never  carries  enough  money  on  hand 
to  make  good  all  the  claims  of  its  depositors,  should 
they  be  presented  in  one  day.  The  bank  note  differs 
from  the  notes  of  private  individuals  in  that  it  does 
not  draw  interest,  and  that  being  payable  on  demand 
it  passes  freely  from  hand  to  hand,  the  holder  believ- 
ing that  his  security  is  good.  It  is  also  given  its  ad- 
vantage by  being  made  receivable  for  all  dues  to  the 
government  which  sanctions  its  issue,  just  as  the  na- 
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tional  bank  notes  in  the  United  States  are-  received. 
Sometimes,  as  in  France,  it  is  given  a  legal  tender 
quality,  and  sometimes  it  is  a  legal  tender  without 
being  convertible. 

The  author  realizes  that  the  question  of  reforming 
I  lie  baiiking  currency  is  likely  to  be  the  paramount 
issue  in  the  United  States  during  the  next  two  or  three 
years.  He  has  therefore  compiled  this  book  of  the 
experiences  of  other  nations  for  the  benefit  of  those 
who  are  willing  to  profit  by  such  experiences  or  to 
make  them  the  basis  of  theories  of  their  own.  Per- 
sonally he  does  not  here  advocate  any  specific  theory, 
but  exemplifies  the  axioms  that  the  operations  of  a 
bank  of  issue  should  be  conducted  with  the  greatest 
possible  publicity,  so  that  the  public  can  judge  of  the 
soundness  of  its  issues ;  and  secondly,  that  these  issues 
should  be  readily  convertible  into  coin  and  that  when 
the  demand  is  not  honorec^he  bank  should  be  forced 
to  liquidate. 

It  must  be  apparent  also  to  the  man  who  studies  the 
history  of  banking  that  the  tendency  is  to  a  concen- 
tration of  the  power  of  note  issue  upon  one 
strong  institution.  Of  the  leading  nations,  the 
banks  of  France,  Russia,  Norway,  Austria-Hungary, 
the  Netherlands  and  Spain,  enjoy  monopolies ;  and 
in  other  countries,  as  in  England,  Japan  and  Mexico, 
one  bank  is  gradually  overshadowing  all  the  rest  un- 
til it  has  become  practically  the  sole  bank  of  issue. 
Some  of  these  banks  are  owned  by  the  government, 
others  are  not ;  sometimes  the  government  exercises 
entire  control  over  their  actions  and  sometimes  the 
control  is  but  slight,  but  whatever  form  the  tendency 
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to  centralization  may  take,  that  tendency  is  marked. 
This  tendency  to  centralization,  it  must  be  admitted, 
is  due  more  to  political  than  to  economic  conditions. 
Even  in  the  United  States  the  substitution  of  national 
banking  for  free  banking  was  due  to  the  desire  of 
Secretary  Chase  to  find  a  market  for  government 
bonds.  So  favors  rendered  the  state  have  been  re- 
sponsible for  monopolies  in  foreign  nations,  or  were 
similar  to  the  case  in  Germany,  where  it  was  due  to 
the  desire  of  Bismarck  to  thus  aid  in  the  unifying  of 
the  empire. 

Whether  the  conditions  will  change,  and  the  pen- 
dulum will  take  another  swing,  it  remains  for  the  future 
to  show.  The  author  does  not  care  to  venture  a  pre- 
diction here. 

In  view  of  the  interest  taken  in  postal  savings  banks 
and  the  suggestion  that  they  be  made  a  part  of  the 
banking  system  of  the  United  States,  the  author  has 
no  apology  to  make  for  adding  a  chapter  on  the  sub- 
ject. Nor  does  he  need  any  other  excuse  for  present- 
ing information  as  to  the  operations  of  the  State  Bank 
of  South  Carolina,  which  was  successfully  conducted 
for  sixty  years,  than  that  this  important  bank,  which 
was  under  absolute  control  of  the  state,  has  never 
been  treated  at  length  in  another  book.  The  fact  that 
a  majority  of  the  banking  experiments  made  by  states 
were  failures  is  only  another  reason  why  its  history 
should  be  interesting  and  instructive  to  the  student  of 
banking.  » 
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BANKING  SYSTEMS  OF  THE  WORLD 

CHAPTER    I. 

BANKING    IN    THE    UNITED    STATES    BEFORE    THE    NA- 
TIONAL BANK  ACT. 

Before  the  adoption  of  the  national  banking  sys- 
tem, nearly  every  system  was  tried  at  one  time  or  an- 
other in  the  United  States.  The  first  bank  of  issue 
was  a  land  bank,  incorporated  in  Massachusetts  in 
1739.  For  six  years  previous  there  had  been  note  issues 
by  private  persons,  but  this  was  the  first  real  bank  of 
issue.  The  capital  was  ^^150,000.  The  subscribers 
were  to  pay  40  shillings  for  each  .£1,000  subscribed 
and,  for  the  remainder,  pledge  their  lands  in  securit}'. 
Three  per  cent  interest  was  to  be  paid  in  bills  of  the 
bank  or  in  commodities.  Notes  equal  to  the  capital, 
and  payable  in  twenty  years,  were  issued.  Governor 
Belcher  opposed  the  scheme,  but  JC49, 250  of  its  notes 
were  printed  and  ^^4,067  were  put  in  circulation.  An- 
other bank,  in  the  same  year,  was  formed  by  wealthy 
merchants,  who  guaranteed  the  £120,000  of  notes 
which  were  issued,  and  hence  the  notes  were  hoarded. 

The  craze  for  issuing  bank  notes  spread,  and  the 
Bubble  Act  of  1720  was  in  1740  extended  by  the  Eng- 
lish Parliament  to  the  colonies  to  check  it.  The  banks 
were  forced  to  liquidate,  after  resistance  by  them  and 
the  people.  The  opposition  of  the  English  government 
and  the  governors  to  colonial  bank  money  led  to  many 
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quarrels  between  the  governors  and  the  legislatures. 
The  people  sided  with  the  legislatures,  and  whole  regi- 
ments said  they  would  resign  rather  than  discourage 
the  use  of  bank  bills.  There  was  much  excitement 
at  the  time;  bitterness  with  the  British  government 
resulted,  and  in  fact  this  may  have  been  one  cause  of 
the  readiness  of  the  colonists  to  revolt  thirty-five  years 
later.  During  the  revolution  Congress  and  the  states 
issued  a  paper  currency  that  for  a  while  was  equivalent 
to  gold,  but  gradually  fell  in  value  until  it  was 
worth,  in  1782,  $1,000  in  notes  for  $1  in  gold.  But 
these  notes  w^ere  a  government  issue  and  Uncle  Sam 
was  then  penniless. 

The  first  real  bank  in  the  United  States,  in  the  true 
sense  of  the  word,  was  the  Bank  of  North  America, 
which  was  organized  in  Philadelphia  with  Tom  Paine 
and  Robert  Morris  among  its  founders.  Robert  Mor- 
ris, who  was  then  the  official  financier  of  the  nation, 
succeeded  in  securing  its  approval  by  Congress  on 
December  31,  1781.  The  bank  was  given  a  perpetual 
charter,  with  a  capital  of  $10,000,000,  of  which  the 
government  w\is  to  subscribe  $250,000.  But  the  gov- 
ernment only  made  good  $50,000  of  its  subscrip- 
tion and  the  stockholders  paid  in  only  $85,000.  Notes 
redeemable  in  Spanish  dollars  were  issued,  but  the 
people  were  slow  to  take  them.  For  a  few  months  it 
continued  as  a  national  bank,  during  which  its  charter 
was  attacked.  Then  it  accepted  a  charter  from  Penn- 
sylvania and  it  exists  yet  in  Philadelphia,  having  be- 
come a  national  bank  on  December  3,  1864. 

About  the  same   time   the   Massachusetts  bank   in 
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Boston  and  the  Bank  of  New  York  issued  paper 
money,  and  at  the  time  when  the  first  Bank  of  the 
United  States  was  chartered  these  three  were  the  only 
banks  of  issue. 

Hamikon  caused  the  creation  of  the  Bank  of  the 
United  States.  In  his  report  of  December  13,  1790, 
he  recommended  its  charter  and  opposed  the  issue  of 
paper  mone}'  by  the  government.  A  bill  was  intro- 
duced which  was  supported  b}^  Hamilton  and  Knox  of 
Washington's  cabinet  and  was  opposed  by  Jefferson, 
Madison  and  Randolph,  who  declared  that  Congress 
had  no  power  to  grant  the  charter.  Jefferson  said  it 
was  part  of  a  disgraceful  speculation  in  which  mem- 
bers of  Congress  had  taken  part. 

The  bill  became  a  law  on  February  25,  1791.  It 
provided  for  a  capital  of  $10,000,000,  and  $2,000,000 
was  to  be  subscribed  by  the  government  in  ten  annual 
installments.  The  private  subscriptions  were  to  be 
one-fourth  in  coin  and  three-fourths  in  government 
obligations.  The  bank  was  very  successful  and  the 
government  disposed  of  its  stock  between  1796  and 
1802  at  a  profit  of  $1,137,152,  or  57  per  cent  on  its 
investment.  Of  25,000  shares  of  the  bank,  18,000 
were  held  abroad  in  1809.  On  January  24,  iSii,  the 
bank  had  $5,009,567  specie  on  hand,  individual  de- 
posits of  $5,980,423,  government  deposits  of  $1,929,- 
999,  a  circulation  of  $5,037,125,  and  loans  and  dis- 
counts of  $14,578,294.  The  only  limit  for  circulation 
was  that  the  bank  could  not  be  indebted  for  a  greater 
amount  than  its  capital  stock,  over  and  above  the 
amount  of  its  deposits.  The  bank  was  a  great  finan- 
cial success. 
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The  charter  of  the  bank  expired  March  4,  181 1. 
An  ineffectual  attempt  was  made  to  renew  it,  which 
attempt  was  favored  by  Secretary  Gallatin,  but  the 
bill  was  defeated  by  one  vote  in  both  Senate  and  House. 

Meanwhile  the  first  state  banks  began  to  appear  in 
New  England.  The  success  of  the  Bank  of  the  United 
States  led  to  imitations  of  a  feeble  kind  by  banks 
under  state  charters.  In  New  England,  notes  under 
$5  were  issued,  some  of  them  being  for  as  small  an 
amount  as  25  cents.  These  issues  were  secured  by 
insignificant  specie  reserves,  and  when  a  run  on  the 
bank  ensued  there  were  many  failures,  especially  in 
1809.  The  New  England  states  then  passed  strin- 
gent acts  to  prevent  this  inflation,  providing  for  a  taxa- 
tion of  12  per  cent  to  be  paid  on  notes  not  redeemed 
on  demand.  The  craze  then  broke  out  in  Xhe  middle 
states,  and  depreciated  bank  paper  w^as  everywhere 
current.  Pennsylvania  found  it  necessary  to  forbid 
the  issue  of  notes  by  incorporated  companies,  nearly 
every  concern  thinking  to  gain  profits  in  that  way. 
But  there  w^as  a  great  deal  of  bank  currency  in  circu- 
lation and  Albert  Gallatin  estimated  in  181 1  that 
$46,000,000  of  bank  notes  w^ere  in  circulation. 

During  the  war  with  England  the  suspension  of 
specie  payments  removed  the  only  check  to  note  issues, 
and  an  expansion  took  place,  $110,000,000  in  notes 
being  in  circulation  in  1815.  These  were  the  sole 
medium  of  exchange,  being  issued  in  denominations 
as  low  as  6  cents  and  driving  specie  out  of  circulation. 
The  government  was  in  great  distress,  its  bonds  sell- 
ing   15   per  cent  below   par,    although   paid    for    in 
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currency  worth  only   75   per  cent  of  its  face  value. 

Bank  charters  were  very  loosely  granted.  They 
were  often  given  as  a  result  of  bribery  and  corruption, 
and  the  memoirs  of  men  of  that  time  show  that  legis- 
lators were  quite  as  corrupt  as  those  of  to-day,  if  not 
more  so.  The  scandals  over  bank  charters  were  nu- 
merous and  many  banks  were  allowed  to  begin  busi- 
ness before  their  capital  stock  had  been  actually  sub- 
scribed, and  they  traded  on  the  money  they  received 
from  depositors.  It  was  these  conditions  that  led 
Congress  to  pass  a  bill  in  18 15  for  a  second  Bank  of 
the  United  States.  The  bill  was  vetoed  by  President 
Madison,  but  he  approved  another  bill  on  April  10, 
1816,  hoping  for  some  relief.  The  chief  contention 
was  as  to  the  power  of  Congress  to  charter  a  national 
bank.  In  1819,  when  the  bank  had  been  in  operation 
for  two  years,  the  supreme  court  held  that  Congress 
had  the  power. 

The  charter  granted  to  the  second  Bank  of  the 
United  States  was  for  20  years.  Its  capital  stock  was 
$35,000,000  and  the  government  subscribed  $7,000,- 
000,  in  consideration  of  which  five  of  the  twenty-five 
directors  were  appointed  by  the  President.  The  bank 
was  allowed  to  issue  notes  on  the  same  terms  as  the 
first  bank,  that  is  to  say,  its  aggregate  indebtedness 
exclusive  of  its  deposits  was  not  to  exceed  its  capital 
stock.  Its  notes  were  given  preference  over  all  others, 
by  being  made  receivable  for  all  dues  to  the  United 
States.  These  notes  were  made  payable  on  demand, 
and  if  specie  payment  were  suspended  the  bank  was 
required  to  pay  interest  at    12   per  cent  on  its  notes. 
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liranclics  could  be  establi.shccl  an}  where  in  the  United 
Slates,  and  Congress  pledged  itself  not  to  grant  a 
charter  to  any  other  bank. 

The  bank  acted  as  agent  of  the  Treasury,  taking 
charge  of  all  loan  negotiations  and  performing  various 
duties  free  of  charge.  It  was  provided,  however,  that 
the  Secretary  of  the  Treasury  should  have  the  right 
to  deposit  public  moneys  in  other  banks  if  he  chose, 
but  notice  must  be  given. 

Business  was  begun  on  January  7,  18 17,  in  the 
midst  of  the  panic  of  181 2  to  1820.  The  charter  had 
been  made  the  basis  of  a  speculation  and  was  often 
violated  during  that  period.  The  payments  of  the 
capital  stock  were  not  made  in  accordance  with  the 
law,  and  the  charter  should  have  been  defaulted,  but 
the  government  officials  connived  at  the  violation. 
Loans  were  made  to  shareholders  who  endorsed  notes 
for  each  other.  The  bank  was  actually  insolvent,  be- 
\jng  supported  merely  by  the  government  deposits, 
liorrowings  made  by  the  president  and  cashier  of  one 
branch  resulted  in  a  loss  in  that  instance  of  more  than 
$1,500,000. 

Stability  was  restored  through  the  financial  genius 
of  Langdon  Cheves,  of  South  Carolina,  who  succeeded 
in  importing  $7,000,000  in  specie  from  Europe,  $2,- 
500,000  of  which  was  a  loan.  This  operation  was  a 
heroic  measure,  as  it  cost  $500,000  and  nearly  wrecked 
the  bank,  but  it  succeeded,  as  the  people  did  not  know 
what  was  the  true  condition  of  the  bank.  Confidence 
was  restored.  Everybody  thought  the  bank  had  plenty 
of   money.     Its  deposits    increased;    its   notes   were 
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gladly  accepted,  and  as  a  result  the  bank  was  soon  on 
the  high  road  to  prosperity  under  careful  management. 
All  opposition  to  the  bank  was  dissipated. 

To  President  Jackson  belongs  the  credit,  or  blame, 
of  ending  the  existence  of  the  Bank  of  the  United 
States.  He  raised  the  constitutional  objection  to  a 
renewal  of  its  charter  as  early  as  1829,  to  the  great 
surprise  of  the  country.  But  the  question  quickly  be- 
came the  most  important  in  American  politics.  Henry 
Clay  was  a  candidate  for  President  and  believed  that 
by  using  the  influence  of  the  bank  he  might  be  able 
to  carry  Pennsylvania,  a  strong  Democratic  state,  but 
whose  legislature  had  declared  unanimously  in  favor 
of  the  re-charter  of  the  bank.  He  therefore  came  out 
in  favor  of  the  bank,  and  made  it  a  party  issue.  Con- 
gress passed  a  bill  on  July  9,  1832,  renewing  the  char- 
ter. The  friends  of  the  bill  said  that  Jackson  would 
not  dare  veto  it.  But  he  did,  the  very  next  day,  and 
he  w^rote  a  message  which  proved  afterwards  to  be  a 
great  vote  winner,  and  the  campaign  then  begun  by 
him  and  his  friends  changed  the  almost  unanimous 
friendship  of  the  people  for  the  bank  to  opposition. 
A  year  previous  everybody  had  been  with  Clay  and  the 
bank,  but  the  election  resulted  in  219  electoral  votes 
for  Jackson,  while  Clay  received  only  49. 

Jackson  then  began  to  revenge  himself  on  the  bank 
and  also  carry  out  a  policy  which  he  believed  was  hon- 
est. Through  his  Secretary  of  the  Treasury  he  gave 
notice  that  after  October  i,  1833,  the  public  deposits 
would  be  made  in  state  banks,  the  amount  in  the  bank 
being  gradually  withdrawn  by  being  used  to  pay  public 
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expenses.  The  state  banks  began  to  expand  their 
currency,  which  in  four  years  doubled.  Meanwhile 
they  assisted  Jackson  in  his  fight  against  the  re-charter. 
The  fight  forms  an  interesting  page  of  congressional 
history,  but  its  details  have  no  place  here.  The  char- 
ter was  not  renewed,  and  it  is  said  that  in  revenge  the 
bank  brought  about  a  suspension  of  specie  payment  in 

1837- 

After  the  expiration  of  its  federal  charter  the  bank 
obtained  a  charter  from  Pennsylvania,  under  which  it 
operated  until  1841,  when  it  failed.  Meanwhile  it 
had  failed  in  1837  ^"^  ^"  1838.  The  last  failure  was 
too  much  and  proved  final.  Its  liquidation  was  pro- 
tracted through  fifteen  years,  and  its  creditors  were 
paid  in  full,  but  the  shareholders  lost  nearly  all  their 
money.  Nicholas  Biddle,  the  president  of  the  bank, 
was  reduced  from  wealth  to  absolute  pauperism.  The 
money  lost  by  the  shareholders  amounted  to  $28, 000,- 
000,  that  which  remained  at  the  time  of  the  failure 
being  used  to  pay  the  liabilities.  It  is  recorded  that 
the  government  received  its  $7,000,000  subscribed 
stock,  and  in  addition  made  $6,000,000  during  the 
existence  of  the  bank.  This  is  an  estimate,  from  the 
Treasury  records,  of  the  government's  profits: 

Bonds  paid  by  the  bank  to  the  U.  S $1,500,000.00 

Dividends  received  from  the  bank 7,118,416.29 

Proceeds  of  stock  sold  and  other  moneys 
received  from  the  bank 9,424,750.78 

Total $18,043,167.07 

Subscription  to  capital  stock  paid  in  U. 

S.  5  per  cent   bonds $7,000,000 

Interest  paid  on  bonds 4,950,000 

$11,950,000.00 

Profit  on  investment $  6,093, 167.07 
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STATE  BANKS. 

The  state  banks  which  were  in  existence  at  the  time 
when  Andrew  Jackson  transferred  the  deposits  to  them, 
were  of  all  kinds,  and  based  upon  almost  every  con- 
ceivable banking  system.  In  New  England  the  insti- 
tutions were  well  managed  and  secure  because  of  the 
penalty  imposed  for  failure  to  pay  notes  on  demand, 
which  has  been  previously  mentioned,  and  of  what  was 
known  as  the  "Suffolk  bank  system."  This  was  a 
development  of  the  Massachusetts  laws  and  the  deter- 
mination of  the  solvent  banks  to  make  the  others  prove 
their  solvency.  Notes  were  at  first  presented  for  re- 
demption directly  to  the  banks  by  other  banks,  and 
afterwards  through  a  clearing-house,  each  bank  pre- 
senting notes  of  other  banks  at  once  in  order  to  gain 
the  interest  on  its  circulation,  much  as  the  Canadian 
bank  notes  are  now  presented  for  redemption  almost 
immediately.  This  measure  served  to  restrict  note 
issues  to  the  amount  which  the  banks  could  actually 
pay.  In  1829  a  banking  law  was  enacted  which 
operated  to  suspend  the  "Suffolk  system,"  and  thirty- 
two  banks  failed  during  the  year  1837,  ^^ty  ^^^  ^^V" 
ing  failed  during  the  period  of  1784  to  1837. 

Under  the  New  York  system  bank  charters  were 
party  spoils  and  the  reward  of  party  services.  Under 
this  there  were  many  failures  until,  in  1829,  what  is 
called  the  safety  fund  system  was  established,  by 
which  it  was  required  that  a  fund  for  the  security  of 
note  holders  and  depositors  should  be  established, 
which  should  be  raised  by  an  annual  tax  of  one-half 
of  one  per  cent  on  the  bank's  capital  until   the  fund 
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amuunled  lo  j  per  cciil.  This  fund  was  afterwards 
set  aside  only  for  the  securing  of  notes,  and  depositors 
were  prevented  from  sharing  in  the  security  thus 
given. 

All  sorts  of  systems  were  employed  in  other  slates. 
In  some  of  them  the  states  were  interested  to  a  greater 
or  less  extent  in  the  institutions,  sharing  sometimes  in 
the  control,  sometimes  in  the  profits  and  sometimes  in 
both. 

Banks  all  over  the  country  wxnt  down  in  the  panic 
of  1837,  which  wiped  out  large  sums  on  defaulted 
bank  notes ;  besides  which,  depositors  were  in  many 
instances  ruined.  Banking,  without  proper  supervision 
by  the  states,  was  largely  responsible  for  this,  and 
legislators  w^ere  forced  to  arrange  for  supervision 
over  the  banks.  Banking  commissioners  were  author- 
ized in  several  of  the  states. 

The  safety  fund  system  in  operation  in  New  York 
was  as  futile  as  any  other  system  w^hen  "the  crash 
came.  It  was  found  that  notes,  amounting  to  $1,548,- 
588,  of  failed  banks  were  secured  by  only  $86,274  in 
the  fund.  New  York  then  adopted  the  free  banking 
system,  which  is  the  germ  of  the  present  national 
banking  system.  It  was  provided  that  anybody  might 
form  a  bank  and  issue  notes  without  receiving  a  char- 
ter from  the  legislature  as  had  been  the  custom  in  the 
past.  But  these  notes  must  be  based  on  United  States 
bonds,  or  bonds  of  the  various  states  (subsequently 
limited  to  New  York  bonds),  or  approved  real  estate 
mortgages,  which  securities  were  deposited  w  ith  the 
state  as  security. 
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An  amendment  in  1846  made  the  notes  a  prior  lien 
on  the  assets  of  the  banks.  Laws  similar  to  this  were 
adopted  by  states  as  follows :  Massachusetts,  Illinois 
and  Ohio  in  1851;  Indiana  and  Tennessee  in  1852; 
Wisconsin,  1853  ;  Vermont,  1854  '•>  ^"^  Connecticut,  Vir- 
ginia and  Louisiana  at  later  dates. 

The  results  of  this  system  varied  in  various  states. 
The  theory  was  good,  but  much  depended  upon  the 
view  taken  by  the  state  officials  as  to  good  security 
for  the  payment  of  notes.  The  free  banking  acts  of 
the  New  England  states,  and  of  Louisiana,  required 
an  ample  reserve  to  be  kept  on  hand  and  contained 
other  valuable  restrictions,  which  were  subsequently 
incorporated  in  the  national  bank  act.  But  for  the 
most  part  the  laws  in  the  southern  and  western  states' 
were  bad,  and  even  when  good  they  were  leniently 
and  loosely  enforced.  As  a  rule  no  provision  was 
made  for  the  redemption  of  circulation  at  any  common 
center ;  notes  were  issued  in  excess  of  the  cash  capital 
and  without  sufficient  security ;  the  directors  were 
often  non-residents  and  the  shareholders  were  not  per- 
sonally liable.  The  banks  were  often  organizations 
without  capital,  purposely  located  at  places  difficult  of 
access,  to  discourage  the  presentation  of  notes. 

Under  such  conditions  all  bank  notes  were  at  a  dis- 
count of  from  i  to  5  per  cent,  and  sometimes  at  even 
greater  rates.  It  is  estimated  that  the  people  lost  5 
per  cent  on  the  money  issued.  In  1857  specie  payments 
were  suspended. 

Banking  proper  was  a  very  small  part  of  the  busi- 
ness of  most  of  the  banks.     On  the  first  of  January, 
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1853,  those  then  in  existence  had  outstanding  a  circu- 
lation of  $145,468,097,  while  their  deposits  amounted 
to  only  $122,400,830. 

In  some  states  banks  were  established  in  which  the 
state  loaned  its  credit  to  the  shareholders.  These 
banks  were  sometimes  successful  and  sometimes  they 
were  quite  the  reverse.  The  banks  of  South  Carolina 
and  Indiana,  which  are  discussed  in  another  chapter 
of  this  work,  were  the  most  successful  of  these  banks. 

But  laws,  whether  good  or  bad,  were  seldom  en- 
forced and  the  people  suffered.  The  currency  fluctu- 
ated and  banks, failed.  Notes  were  issued,  often  ap- 
parently without  limit,  and  they  fell  in  value  when  the 
people  realized  that  they  had  no  real  value  behind 
tliem.  When  there  was  a  proper  guarantee  for  the 
redemption  of  notes,  and  when  the  capital  was  actually 
paid  in  and  the  circulation  was  limited  according  to 
sound  banking  ideas,  and  there  were  adequate  laws, 
official  supervision  and  conscientious  performance  of 
the  duties  by  the  state  officials,  the  banks  were  all 
right.  Otherwise  they  were  not  and  then  the  burden 
fell  on  the  people.  The  currency  fluctuated  greatly 
in  value,  many  of  the  notes  being  issued  by  institu- 
tions which  had  no  bona  fide- capital  and  which  never 
expected  to  redeem  them. 

Such  was  the  condition  of  affairs  at  the  outbreak  of 
the  Civil  War,  which  served  to  still  further  derange 
the  currency  system  of  the  nation. 


4.  CHAPTER  II. 

THE  AMERICAN  NATIONAL  BANKING  SYSTEM. 

In  the  United  States  the  power  of  note  issue  is 
granted  only  to  "national  banks, "  which  are  under  the 
supervision  of  United  States  officials  and  issue  their 
notes  in  accordance  with  the  laws  of  the  United  States. 
While  the  note-issuing  power  is,  in  practice,  limited 
to  them,  many  banks  holding  charters  from  states 
have  the  power  of  circulating  their  own  notes,  but  the 
national  government  imposes  a  tax  of  ten  per  cent  on 
currency  issued  by  other  than  national  banks  and  this 
is,  of  course,  prohibitive. 

Whatever  may  be  the  evils  of  the  national  banking 
system  as  it  now  exists,  and  there  is  scarcely  any  one 
who  believes  that  it  is  perfect,  the  system  in  vogue 
before  the  war  was  far  worse.  In  the  first  place,  the 
profits  of  banking  were  enormous,  far  greater  than 
they  are  now.  While  the  business  of  banking  proper 
— issuing  drafts,  orders,  bills  of  exchange,  etc. — was 
taxed  greatly,  those  banks  which  issued  bills  were 
not  taxed  at  all,  although  their  depositors  had  to  pay 
a  tax  on  every  check  which  they  drew.  Private  banks 
paid  a  license  fee,  those  of  issue  did  not.  The  only 
tax  levied  on  banks  of  circulation  was  a  tax  of  two 
per  cent  on  their  net  income,  which  could  be  deducted 
from  the  dividends  paid  their  stockholders.  This  was 
in  spite  of  the  fact  that  all  other  corporations  were 
very  heavily  taxed. 

19 
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New  York  banks  then  paid  average  net  dividends 
of  twelve  and  a  half  per  cent.  Those  in  the  West, 
which  were  legitimately  conducted,  made  even  greater 
profits ;  while  many  banks  in  the  West,  which  were 
established  without  any  actual  capital,  merely  to  issue 
worthless  notes,  profited  in  about  the  same  proportion 
that  a  confidence  man  does  on  his  investment.  While 
in  some  states  the  banks  were  required  to  keep  cash 
equal  to  one-third  of  the  value  of  their  notes  on  hand 
for  purposes  of  redemption,  the  suspension  of  specie 
payments  removed  that  liability  and  the  banks  in- 
creased the  issue  of  their  practically  irredeemable 
currency  without  paying  either  principal,  interest  or 
tax  on  it. 

But  there  were  other  faults.  One  of  these  was  the 
great  number  and  diversity  of  bank  charters.  ''There 
were  1,642  banks  in  the  United  States,"  says  Sher- 
man in  his  "Recollections,"  "established  by  the  laws 
of  twenty-eight  different  states,  and  these  laws  were  as 
diverse,  I  might  say,  as  the  human  countenance.  We 
had  the  state  bank  system  with  its  branches.  We  had 
the  independent  system,  sometimes  secured  by  local 
bonds,  sometimes  by  state  bonds,  sometimes  by  real 
estate,  sometimes  by  a  mixture  of  these.  We  had 
every  diversity  of  the  bank  system  in  this  country 
devised  by  the  wit  of  man,  and  all  these  banks  had 
the  power  to  issue  paper  money.  There  was  no  check 
or  control  over  them.  There  was  no  harmony  and 
concert  among  them.  Whenever  a  failure  occurred  it 
acted  like  a  panic  on  a  disorganized  army ;  all  of  the 
banks  closed  their  doors  at  once  and  suspended  specie 
payments." 
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The  circulation  was  unequally  distributed  among 
the  states.  Counterfeitfng  flourished,  and  could  not 
be  averted  when  we  had  such  a  multitude  of  banks 
with  different  systems.  In  1862  the  number  of 
banks  existing  was  1,500,  and  the  notes  of  all  but  253 
were  counterfeited.  The  number  of  kinds  of  imitations 
was  1,861 ;  the  number  of  alterations  3,039,and  those 
of  fictitious  banks  numbered  1,685. 

An  expert  could  save  the  banks,  but  the  loss  fell 
upon  the  people.  The  power  of  issuing  paper  money 
has  always  been  abused  by  banks  in  time  of  w^ar  and 
it  was  abused  during  our  Civil  War. 

The  national  banking  system,  however,  owes  its 
origin  directly  to  the  war,  and  although  it  was  not  in 
full  operation  until  after  the  war  was  over,  it  increased 
the  price  of  United  States  bonds  b}'  providing  a  mar- 
ket for  them.  The  system  owes  its  origin  to  the  sug- 
gestion of  Secretary  Chase,  who  first  suggested  it  on 
December  10,  1861.  His  idea,  at  first,  was  to  create 
a  market  for  government  bonds  by  requiring  the  state 
banks  to  secure  their  circulation  with  bonds,  through 
imposing  a  tax  on  all  notes  not  thus  secured.  The 
circulation  of  the  banks  of  the  United  States  on  Jan- 
uary I,  1861,  was  reported  at  $202,000,767,  which 
constituted  a  loan  without  interest  from  the  people  to 
the  banks,  costing  the  banks  only  the  expense  of  issue 
and  redemption  and  the  interest  of  the  specie  kept  on 
hand  for  the  purpose.  Mr.  Chase  proposed  the  gradual 
withdrawal  of  private  notes  and  the  substitution  of 
greenbacks,  or  else  a  system  of  bank  notes  secured 
by  United  States  bonds.     He  discussed  both  plans  at 
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length  in  his  letter,  but  recommended  the  latter  as 
preferable,  on  the  ground  that  it  would  occasion  an  in- 
creased demand  for  government  securities,  with  a 
reduction  of  interest  and  participation  of  the  govern- 
ment in  the  profits  of  circulation. 

The  recommendations  were  referred  to  the  Com- 
mittee on  Ways  and  Means,  and  by  it  to  a  sub-com- 
mittee, of  which  E.  G.  Spaulding,  of  New  York,  was 
chairman.  Mr.  Spaulding,  at  that  time,  preferred  an 
increased  issue  of  United  States  notes  and  a  bill  framed 
by  him  was  passed,  as  a  substitute,  at  least  for  a  time. 
'  For  the  system  of  national  banks  could  not  be  put  in 
effective  force  for  a  year  or  more,  and  in  the  mean- 
time the  state  banks  would  be  in  a  state  of  suspension, 
the  people  without  money  and  the  government  unable 
to  find  currency  to  pay  the  expenses  of  the  war. 

Meanwhile  Spaulding  and  Hooper  took  up  the  mat- 
ter and  made  a  careful  study  of  the  banking  laws  of 
various  states,  especially  those  of  New  York,  Loui- 
siana and  Ohio,  and  from  these  they  constructed  the 
national  banking  system.  They  introduced  their  bill 
in  the  House,  where  it  failed  of  passage.  Senator 
Sherman  introduced  a  similar  bill,  which  passed  both 
houses  by  a  close  vote  and  became  a  law  on  February 
25,  1863.  It  was  passed  by  the  votes  of  southern  and 
western  members.  Only  six  senators  from  the  middle 
states  and  New  England  voted  for  it. 

In  order  to  force  banks  of  issue  to  become  national 
banks  and  buy  bonds  it  was  provided  that  their  notes, 
being  secured  by  securities  of  the  United  States,  would 
be  received  in  all  payments  due  to  or  from  the  United 
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States,  while  the  notes  of  the  state  banks  could  not  be 
so  received,  as  they  had  from  the  beginning  been  re- 
fused by  the  national  government.  While  not  a  legal 
tender,  the  bank  notes  were  made  receivable  at  par  in 
payment  of  dues  to  the  United  States  except  duties  on 
imports,  and  for  payments  by  the  United  States  except 
interest  on  public  debt  or  redemption  of  greenbacks, 
and  they  were  receivable  at  par  by  any  national  bank 
for  debts  which  were  owing  to  it. 

As  passed,  the  act  wa-s  quite  crude  and  it  has  since 
been  often  amended.  The  first  amendment  was  made 
on  June  3,  1864,  when  an  entirely  new  law  was 
enacted.  Other  amendatory  acts  have  been  passed 
from  time  to  time.  The  act  of  1864  forbade  loans  on 
landed  security,  which  had  been  permitted  by  the 
original  act.  A  tax  of  one-half  per  cent  per  annum  was 
imposed  on  deposits  and  capital  stock  beyond  that  in- 
vested in  United  States  bonds,  which  was  repealed  on 
March  3,  1883.  An  amendment  passed  March  3,  1865, 
decreased  the  amount  of  the  note  issue  of  banks  of 
large  capital,  the  limit  being  made  80  per  cent  for 
banks  with  a  capital  of  $500,000  or  more ;  75  percent 
for  banks  with  $1,000,000  or  more;  and  60  per  cent 
for  those  with  $3,000,000  or  more.  This  provision 
was  repealed  by  the  resumption  act  of  January  14, 
1875.  The  act  of  June  20,  1874,  abolished  the  original 
requirement  of  a  lawful  money  reserve  of  15  per  cent 
on  account  of  deposits,  but  provided  for  a  redemption 
fund  of  5  per  cent,  to  be  kept  in  the  treasury  at 
Washington,  the  treasury  becoming  the  redemption 
agent.  Other  less  important  changes  were  made  in 
the  original  act. 
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The  administration  was  much  pleased  with  the  law. 
United  States  bonds  had  been  selling  at  a  discount  of 
7  per  cent,  but  the  new  demand  forced  them  to  a  pre- 
mium. The  banks  formed  under  the  new  law  were 
mostly  new  associations,  and  conversions  from  state  to 
national  banks  were  rare  until  on  March  3,  1865,  a 
law  was  enacted  imposing  the  10  per  cent  tax  on  the 
note  issues  of  state  banks.  When  this  act  was  declared 
constitutional,  conversions  began  and  in  the  following 
year  $298,188,419  of  national  bank  notes  were  in  cir- 
culation. Meanwhile  the  banks  began  to  acquire  bonds 
and  in  a  few  months  owned  more  than  $400,000,000 
of  the  national  debt. 

The  principal  features  of  the  system,  as  it  now  ex-lf 
ists,  are  as  follows:  I 

A  bureau  of  the  Treasury  Department  has  been 
created,  charged  with  the  execution  of  all  laws  passed 
by  Congress  relating  to  the  issue  and  regulation  of 
currency  secured  by  United  States  bonds,  the  chief 
officer  of  which  bureau  is  called  the  Comptroller  of  the 
Currency  and  is  appointed  b}'  the  President.  The 
Comptroller  must  not  be  interested  in  any  national 
bank,  either  directly  or  indirectly,  and  he  must  make 
an  annual  report  to  Congress  as  to  the  condition  of  all 
national  banks. 

Associations  for  banking  purposes,  under  the  Na-i 
tional  Bank  Act,  may  be  formed  by  any  number  of; 
persons,  not  less  than  five.  Their  articles  of  associa-, 
tion  are  transmitted  to  the  Comptroller,  who  upon 
approving  them  issues  a  charter  for  twenty  years, 
which   may   be   renewed   for  twenty  yearsj   when  it 
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shall  have  expired.  (The  earliest  original  charters 
would  have  expired  in  1883,  but  Congress  provided 
before  that  time  for  renewal.  The  question  of  provid- 
ing for  a  further  renewal  will  come  up  before  1903.) 
The  Comptroller  may  grant  a  charter  or  not,  as  he 
chooses;  and,  if  he  refuses,  he  need  give  no  reason 
for  his  action. 

The  bank  shall  have  power  "to  exercise  by  its  board 
of  directors  or  duly  authorized  officers  or  agents,  sub- 
ject to  law,  all  such  incidental  powers  as  shall  be 
necessary  to  carry  on  the  business  of  banking ;  by 
discounting  and  negotiating  promissory  notes,  drafts, 
bills  of  exchange  and  other  evidences  of  debt ;  by  re- 
ceiving deposits;  by  buying  and  selling  exchange, 
coin  and  bullion ;  by  loaning  money  on  personal  se- 
curity ;and  by  obtaining,  issuing  and  circulating  notes." 
No  real  estate  can  be  held  except  such  as  is  necessary 
for  the  transaction  of  its  business  or  may  have  been 
acquired  as  security  for  debts  previously  contracted 
in  good  faith. 

The  capital  is  graded  according  to  population.  In 
cities  of  less  than  6,000  population  the  capital  must 
be  not  less  than  $50,000;  in  cities  of  more  than  6,000 
population  and  less  than  50,000,  the  capital  must  not 
be  less  than  $100,000;  and  in  cities  of  50,000  or  more 
it  must  not  be  less  than  $200,000.  At  least  pne-half  / 
of  the  capital  stock  must  be  paid  in  before  beginning 
business  and  the  balance  shall  be  paid  at  the  rate  of 
ten  per  cent  per.  month.  Shareholders  are  under  a 
double  liability,  being  responsible  not  only  for  the 
amount  of  their  stock,  but  for  an  additional  amount 
equal  to  its  par  value. 


26  T11J<:  AMKRICAN    NATIONyVL 

A  bank,  with  a  capital  of  $150,000  or  le^s,  must' 
deposit  in  the  Treasury  of  the  United  States,  govern-' 
ment  bonds  amounting  to  the  par  value  of  not  less 
than  one-fourth  of  the  capital  stock  of  the  bank.  A 
bank  with  a  greater  capital  must  deposit  at  least  $50.- 
000  in  bonds.  These  bonds  may  be  used  as  the  basis 
of  circulating  notes  if  desired,  but  no  bank  is  com- 
pelled to  issue  notes.  A  bank  may  issue  circulation 
to  the  amount  of  90  per  cent  of  the  market  value  of 
the  bonds  deposited  with  the  Treasurer  of  the  United 
States,  provided  that  such  circulation  shall  not  exceed 
90  per  cent  of  the  par  value  of  the  bonds. 

The  Comptroller  of  the  Currency  is  authorized  to 
furnish  suitable  notes  for  circulation,  in  blank,  of  de- 
nominations of  $5,  $10,  $20,  $50,  $100,  $500,  $1,000, 
as  required  for  circulation.  Such  notes  express  upon 
their  face  the  fact  that  they  are  secured  by  United 
States  bonds  deposited  with  the  Treasurer  of  the 
United  States,  by  the  written  or  engraved  signatures 
of  the  Treasurer  and  Register,  and  by  the  imprint  of 
the  seal  of  the  Treasury ;  and  also  express  upon  their 
face  the  promise  of  the  association  receiving  the  same 
to  pay  on  demand,  attested  by  the  signatures  of  the 
president,  vice-president  or  cashier.  Bank  notes  are, 
by  law,  received  at  par  in  all  parts  of  the  United 
States  in  payment  of  taxes,  excises,  public  lands,  and 
all  other  dues  to  the  United  States,  except  duties  o*i 
imports ;  and  also  for  all  salaries,  other  debts  or  de- 
mands, owing  by  the  United  States  to  individuals, 
corporations  or  associations,  within  the  United  States, 
except  interest  on  the  public  debt   and   in  redemption 
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of  national  currency.  The  Comptroller  is  required 
to  replace  worn  out  or  mutilated  notes  by  others  ;  those 
surrendered  being  macerated. 

j  Each  bank  is  required  to  have,  at  all  times,  on 
(deposit  in  the  United  States  Treasury,  a  sum  equal  to 
jfive  per  cent  of  its  circulation,  to  be  held  and  used 
for  redemption  of  such  circulation.  This  five  per  cent 
may  be  counted  as  a  part  of  its  reserve.  When  bank 
notes,  in  sums  of  $1,000  or  multiples,  are  presented  to 
the  Treasurer  of  the  United  States  for  redemption, 
they  are  redeemed  in  United  States  notes,  and  the 
amount  must  be  made  good  by  the  bank  to  maintain 
its  redemption  fund  at  five  per  cent. 

Circulation  may  be  withdrawn  by  the  banks  by  the 
deposit  of  sums  of  not  less  than  $9,000,  provided  that 
not  more  than  $3,000,000  can  be  withdrawn,  in  the 
aggregate,  during  any  month. 

Each  bank  must  pay  a  tax  of  one  per  cent  each 
year,  in  semi-annual  payments,  upon  the  average 
amount  of  its  notes  in  circulation.  Every  person, 
firm,  association,  bank  or  corporation,  other  than  a 
national  bank,  shall  pay  a  tax  of  lo  per  cent  on  its 
note  issue. 

The  cities  of  Albany,  Baltimore,  Boston,  Cincin- 
nati, Chicago,  Cleveland,  Detroit,  Louisville,  Mil- 
waukee, New  Orleans,  New  York,  Philadelphia, 
Pittsburg,  St.  Louis,  San  Francisco  and  Washington 
are  denominated  reserve  cities,  and  banks  in  these 
cities  mus4:  at  all  times  keep  on  hand  a  sum  of  money 
equal  to  25  per  cent  of  their  deposits.  Banks  in  other 
cities  must  keep  on  hand  a  reserve  of   15  per  cent  of 
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llieir  deposits,  but  three-tifths  of  their  reserve  may  be 
on  deposit  in  banks,  approved  by  the  Comptroller,  in 
the  reserve  cities.  When  banks  fall  below  their  re- 
serve they  are  forbidden  to  increase  their  liabilities 
by  making  new  loans  or  discounts,  and  may  not  declare 
•  any  dividend.  Failure  to  keep  the  reserve  results  in 
a  notice  to  the  bank  to  make  good  the  deficiency  in 
thirty  days.  If  this  is  not  done  it  is  in  the  power  of 
the  Comptroller  to  put  the  bank  in  liquidation. 

Restrictions  are  provided  to  make  "safe"  banking. 
No  real  estate  acquired  under  judgment  decrees  or 
mortgages  may  be  held  for  more  than  iive  years.  In- 
terest may  not  be  charged  in  excess  of  the  legal  rate 
fixed  by  the  laws  of  each  state,  except  that  when  no 
rate  is  fixed  by  laws  the  rate  of  interest  may  not  ex- 
ceed 7  per  cent.  The  penalty  for  usury  is  the  forfeit- 
ure of  the  entire  interest  agreed  to  be  paid ;  or,  if  it 
has  been  paid,  the  payer  may  recover  double  the 
usury.  One-tenth  of  the  net  profits  must  be  semi- 
annually added  to  the  surplus  fund,  until  the  fund  shall 
amount  to  20  per  cent  of  the  capital. 

Not  more  than  one-tenth  of  the  capital  of  the  bank 
may  be  loaned  to  one  individual,  corporation  or  firm, 
directly  or  indirectly ;  nor  may  any  bank  lend  money 
on  its  own  shares,  unless  they  are  taken  as  security  for 
a  debt  previously  contracted  in  good  faith.  No  bank 
shall  at  any  time  be  indebted  to  an  amount  exceeding 
its  capital  stock  at  such  time  actually  paid  in  or  re- 
maining undiminished  by  losses,  except  for  circulating 
notes,  deposits,  drafts  against  its  own  credits  or  money 
due  its  shareholders  as  dividends  and  reserve  profits. 
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Unearned  dividends  must  not  be  declared.  If  the 
capital  is  impaired  by  losses,  the  deficit  must  be  made 
good  by  the  shareholders  by  a  pro  rata  assessment. 
[  Every  bank  must  make,  to  the  Comptroller,  not  less 
than  five  reports  each  year,  verified  by  oath  or  affirma- 
tion of  the  president  or  cashier  and  the  signature  of 
at  least  three  directors.  The  Comptroller  may  also 
call  for  special  reports  v^'henever  he  chooses,  and  the 
reports  must  be  published  by  the  bank  in  a  local  news- 
paper. 

Provision  is  made  for  the  appointment  of  bank  ex- 
aminers, who  have  the  power  to  make  an  examination 
of  all  the  affairs  of  every  national  bank  at  any  time  and 
may  require  statements  from  any  officer  of  the  bank 
to  be  made  under  oath. 

When  a  bank  is  either  voluntarily  or  involuntarily 
liquidated — that  is  to  say,  when  it  has  failed,  or  its 
affairs  are  wound  up  by  the  Comptroller  and  its  notes 
are  defaulted — the  Comptroller  must  declare  the  bonds 
held  as  security  forfeited  and  give  notice  to  the  holders 
of  the  notes  to  present  them  at  the  Treasury  for  pay- 
ment. In  case  the  bonds  are  not  sufficient  to  pay  the 
indebtedness  on  circulation  the  United  Stiates  has  a 
prior  lien  on  the  assets  of  the  bank,  and  the  deficiency 
must  be  made  good  before  the  debts  are  paid. 

The  Comptroller  also  administers  the  affairs  of 
failed  banks.  He  appoints  the  receivers  and  fixes 
their  compensation.  All  the  money  received  from  the 
sale  of  assets  is  paid  to  him  and  he  pays  out  dividends 
to  creditors.  In  this  respect  the  operation  of  the  law 
has  been  very  successful.  From  the  date  of  the  organi- 
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zation  of  the  first  national  bank  in  1863,  "p  to  and  in- 
cluding October  31,  1896,  as  shown  by  the  report  of 
the  Comptroller  of  the  Currency,  330  banks,  or  about 
6  ]/>  per  cent  of  all  created,  have  failed.  The  total 
assets  of  such  associations  were  $1 87, 328, 774,  to  which 
must  be  added  assessments  upon  stockholders  amount- 
ing to  $29,067,070.  To  the  creditors  of  these  banks 
were  paid  $62,766, 144.  The  total  expenses  of  the 
receivership  were  $7,260,166. 

The  lowest  percentage  paid  to  the  creditors  of  any 
failed  bank  was  that  of  14  J^  percent  to  the  creditors 
of  the  Cook  County  National  Bank  of  Chicago.  The 
average  percentage  of  dividends  paid  to  creditors  of 
insolvent  national  banks,  whose  affairs  are  closed,  is 
about  75  per  cent. 

As'  to  the  operation  of  the  law,  there  are  many 
opinions.  It  has  vigorous  opponents  and  just  as  sturdy 
defenders. 

So  far  as  the  system  of  note  issue  is  concerned,  there 
is  this  to  be  said  in  its  favor,  that  no  holder  of  a  na- 
tional bank  note  has  ever  been  defrauded  of  one  cent 
of  its  value.  The  chief  objection  on  one  side,  as  to 
the  circulation,  is  its  want  of  elasticity.  The  element 
of  credit  is  said  to  be  wanting.  Notes  cannot  be  issued 
except  by  a  tedious  process  which  involves  the  use  of 
a  good  deal  of  governmental  red  tape.  The  circula- 
tion does  not  rise  or  fall  in  accordance  with  the  de- 
mands of  trade.  The  remedies  proposed  for  this  are 
all  in  the  nature  of  free  banking  and  approach  the 
Canadian  system.  Such  are  the  Baltimore  plan  and 
Secretary  Carlisle's  recommendations. 
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The  issue  of  notes  is  made  by  the  banks,  as  is  al- 
ways the  case  with  every  bank  of  emission  every- 
where, according  to  whether  or  not  it  is  profitable  to 
issue  the  circulation.  The  complaint  is  made  by  some 
that,  though  the  national  banks  are  alone  entitled  tS 
issue  bank  notes  without  incurring  heavy  penalties, 
they  fail  to  take  advantage  of  it  to  the  full  extent. 
Comptroller  Eckels  says:  "Banks  other  than  national 
do  not  issue  bank  notes  simply  because  by  so  doing 
they  must  incur  loss  through  the  enforcing  of  the  lo 
per  cent  tax  against  the  notes  so  issued.  Upon  the 
same  grounds  national  banks  do  not  issue  notes  when 
there  is  either  a  direct  loss  to  them  in  so  doing  or  a 
profit  too  small  to  warrant  the  investment  and  the 
payment  of  the  rate  of  tax  levied."  The  high  price  of 
government  bonds  is  said  to  be  responsible  for  the  de- 
creased profit  to  banks  from  circulation,  and  hence 
for  the  decreased  volume  of  the  national  bank  circula- 
tion. 

Comptroller  Eckels,  in  his  1896  report, says:  "The 
Actuary  of  the  Treasury  has  for  recent  years  estimated 
the  profit  upon  bank  circulation  secured  by  all  classes 
of  accepted  government  bonds  to  be  as  follows :  Oc- 
tober 31,  1894,  profit  967  one-thousandths  per  cent; 
October  31,  1895,  i  and  107  one-thousandths  per 
cent;  October  31,  1896,  i  and  659  one-thousandths 
per  cent.  Upon  this  basis  the  amount  of  national  bank 
circulation  outstanding,  secured  by  a  deposit  of  bonds, 
was:  November  1, 1894, $179, 401, 364;  November!, 
1895,  $190,180,961;  November  i,  1896,  $216,510,- 
014." 
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A  table  has  been  compiled  by  the  Comptroller  show- 
ing the  profit  on  national  bank  circulation,  based  on  a 
deposit  of  $100,000  bonds,  on  October  31,  1894,  1895 
and  1896.  The  prolit  which  appears  in  the  last  column 
is  the  additional  profit  gained  by  the  issuance  of  notes 
in  excess  of  the  interest  which  would  have  been  real- 
ized by  loaning  the  amount  required  to  purchase  the 
bonds,  instead  of  buying  bonds  and  loaning  the  circu- 
lation. The  deduction,  "sinking  fund,"  is  the  annual 
proportion  of  the  amount  of  the  premium  paid.  See 
table  on  opposite  page. 

The  amount  of  bonds,  of  each  class  mentioned,  held 
by  the  banks  on  October  31,1896,  was:  2  per  cents. 
$22,673,850;  4  per  centsof  1907,  $155,473,000''.  4 
per  cents, loan  of  1895,  $36,531,650;  5  per  cents,  $16,- 
038,850;  6  per  cents,  $10,386,000. 

The  objection  made  by  those  who  oppose  the  na- 
tional bank  system  in  its  entirety, or  any  issue  whatever 
of  notes  by  banks,  is  that  the  additional  profit  thus 
obtained, however  large  or  small,  is  wrong  in  principle. 

That  national  bank  circulation  is  not  very  profitable 
is  shown  by  the  fact  that  a  proportion  of  the  banks 
deposit  the  minimum  amount  of  bonds,  and  issue  only 
circulation  against  that  amount.  There  are  some 
banks  that  deposit  the  bonds  required  by  law,  but  do 
not  take  out  any  circulation  at  all.  Among  these  are 
the  Chemical,  Mechanics*  and  Merchants'  Banks  of 
New  York. 

In  the  early  days  of  the  national  banking  system 
circulation  was  extremely  profitable.  The  success  of 
the  Union  cause  made  the  five  and  six  per  cent  bonds 
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a  good  investment,  constantly  increasing  in  value  ;  and, 
in  addition  to  the  profits  on  the  circulation  issued 
against  them,  the  banks  gained  much  by  the  increase 
in  the  value  of  the  bonds,  which  steadily  rose  in  value. 
In  October,  1865, the  circulation  was  only$i7i,3cx),C)00, 
but  the  great  profits  from  circulation  led  to  an  increase 
in  note  issues  to  $290,000,000  during  the  next  year. 
The  maximum  circulation  was  reached  in  December, 
1S74,  'vvith$354'394'34^'  ^"^  ^^^  volume  ranged  from 
that  figure  to  $301,600,000  until  1883,  when  the  re- 
tirement of  the  bonds  and  their  refunding  at  lower 
rates  of  interest  diminished  profits  to  such  an  extent 
that  the  circulation  fell  steadily  to  $125,000,000  in 
October,  1890.  Since  then  it  has  show^n  increases 
whenever  there  has  been  a  new  issue  of  bonds.  The 
increase  during  the  last  two  or  three  years  is  due  to 
the  bond  issues  negotiated  by  the  Cleveland  admin- 
istration. 

In  spite  of  this  decrease  in  circulation  there  has  been 
a  constant  increase  in  the  number  of  national  banks. 
This  is  due  to  the  prestige  which  is  given  to  a  new 
bank  by  its  organization  as  a  national  bank,  it  being 
the  opinion  of  the  public  that  these  are  more  safe  than 
banks  organized  under  the  state  laws.  On  this  ac- 
count new  banks,  w^hose  promoters  are  unknown,  find 
it  of  advantage  to  procure  charters  from  the  federal 
government. 

The  following  table  shows  the  number  of  banks 
in  operation  on  January  ist  of  each  year  since  the  be- 
ginning of  the  system,  their  capital  and  aggregate 
amount  of  circulation : 
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Year,  Number.  Capital.  Circulation. 

1864 179 $  14,040,522....$     30,155 

1865 676 135,618,874 66,769,375 

1866 1,614 403.357^346 213,239,530 

1867 1,646 420,229,739 291,093,294 

1868 1,636 420,260,790 294,377,390 

1869 1,628 426,882,611 294,476,702 

1870 1,619 433,803,311 292,838,935 

1871  ......  1,667 442,427,981 302,028,626 

1872 1,806 468,210,336 325.305.752 

1873 1,949 487.781.551 338,163,864 

1874 i'979 499,003,401 350,848,236 

1875 2,036 503,347,901 354,128,250 

1876 2,096 511,155,865 346,479,756 

1877 2,084 501.392. 171 321,595.606 

1878 2,078 485.557.771 321,672,505 

1879 2,055 471.609,396 323,791,674 

1880 2,056 461.557.515 342.387.336 

1881 2,094 467,039,084 344'355.203 

1882 2,172 470,018,135 362,421,988 

1883 2,333 492,076,635 362,651,169 

1884 2,550 518,031,135, 350,482,828 

1885 2,673 529,910,165 329,158,623 

1886 2,745..  ...  534.378,265 317,443,454 

1887 2,888 555.865,165 296,771,981 

1888 3,079 584,726,915 268,398,878 

1889 3,158 598,239,065 233,660,027 

1890 3,351 623,791,365 197,230,405 

1891 3,597 665,267,865 177,287,846 

1892 3,700 685,762,265 173.078,585 

1893 3.799 695,148,665 174,404,424 

1894 3.786 693,353,165 208,538,844 

1895 3.748 670,906,365 206,605,710 

1896 3,711 664,076,915 213,842,663 

1897 3.667 655,334,715 235,576,381 

The  decrease  in  the  number  of  banks  and  their  capi- 
tal since  1893  has  been  due  to  the  same  cause  to  which 
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the  decrease  in  incUuslrial  aeiiviiy  in  the  same  years 
is  clue. 

In  order  to  prevent  this  decrease  of  circulation,  va- 
rious measures  have  been  proposed.  Suggestion  is 
made  that  the  banks  be  allowed  to  issue  notes  to  the 
par  value  of  the  bonds,  instead  of  to  90  per  cent,  as 
now  ;  also  that  the  tax  on  circulation  be  reduced.  The 
argument  for  the  reduction  on  the  tax  on  circulation 
is  that  it  was  designed  to  pay  the  expenses  of  the  sup- 
port of  the  Comptroller's  bureau,  and  that  during  its 
existence  it  has  not  only  done  that  but  given  the  gov- 
ernment an  aggregate  profit  of  $157,439,249.  It  is 
also  proposed  that  the  banks  be  allowed  to  issue  notes 
against  their  assets,  as  is  done  in  most  foreign  countries, 
and  again  that  the  United  States  should  retire  its 
greenbacks, allowing  bank  notes  to  be  substituted  there- 
for. Many  arguments  are  brought  in  support  of  this 
proposition,  and  they  are  now  being  debated  by  the 
people  of  the  nation.  A  bill  allowing  note  issue  to 
the  par  value  of  the  bonds  was  passed  in  February, 
1897,  by  the  House  of  Representatives,  but  failed  in 
the  Senate. 

The  advocacy  of  these  changes  by  the  banks  is 
probably  caused  by  an  expected  increase  in  the  profits 
of  the  banking  business,  as  well  as  by  a  belief  that  a 
sounder,  better  and  more  elastic  currency  will  be  given 
to  the  nation.  Those  who  oppose  the  changes  not 
only  do  so  because  they  believe  that  the  note-issuing 
power  should  not  be  taken  from  the  government,  but 
because  they  believe  that  the  profits  of  banking  are 
already  sufliciently  large.    It  is,  however,  disputed  that 
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the  returns  upon  the  capital  invested  in  banking  are 
larger,  proportionate  to  the  amount,  than  from  capi- 
tal invested  in  merchandise.  Comptroller  Eckels  es- 
timates the  net  earnings  on  the  capital  and  surplus 
fund  of  national  banks  for  the  year  1896  at  5.94  per 
cent,  including  all  of  the  profit  made  on  circulation. 
The  following  table,  from  the  Comptroller's  report, 
shows  the  number  of  national  banks,  their  capital,  sur- 
plus dividends,  and  net  earnings  and  ratios,  yearly 
from  1870  to  1896: 


No. 

of 

banks. 

Capital. 

Siirplu.s. 

Dividends. 

Net  earn- 
ings. 

Ratios. 

Tear  ended 
March  1- 

0 

II 

2 

:1. 
Ill 

^33 

n 

1.526 
1,602 
1.721 
1,882 
1,961 
1.989 
2,061 
2,080 
2  073 

1409. 008.  898 
427,008.134 
448.3467485 
473, 007. 353 
488. 805,  637 
491, 753, 557 
501,037,102 
498,566,925 
480,  9C7. 305 
467,322,946 
454.606,073 
irA  .IM  963 

$84,112,029 
93.151.510 
93, 858.  917 
109,719,615 
120,791,P53 
129, 962.  333 
134,295,021 
131,561,621 
12.3.361,407 
117.715,634 
116,187.926 
121,313,718 
120.26.5.141 
135.570.518 
14.?.416.5I8 
148.246.298 
150,218.207 
160.398.330 
175.325.850 
188.462.245 
200.  837. 659 
215.649.940 
230. 389,  748 
241.738.151 
247.732.601 
245.006.255 
248,  203,  540 

$43,246,926 
43. 2as.  493 
4J.  985,105 
48, 6.53.  350 
48.353.026 
49.680.122 
49. 129.  366 
44, 367. 798 
41,099,500 
35  500.277 
35, 523, 140 
37  167,717 
39;  415,  343 
41.181,655 
41.476.382 
40, 609,  317 
41.5.53.907 
43, 295, 729 
45,092,427 
46.  734,  024 
49, 575.  353 
50.  677.  892 
50. 573. 088 
51,328.071) 
46.  390. 345 
46,252,545 
45,651,673 

$58,218,118 
54,057,047 
54.817,850 
62.493.369 
62.066,120 
59, 172. 818 
51.898.138 
40. 133.  m 
32.220.724 
28,  337. 553 
38,025,984 
48,485,271 
56,254.141 
52.670,569 
65. 568. 978 
45, 969, 221 
49,551,961 
69,611,513 
65,409,368 
67, 869, 081 
69,756,914 
76,952,998 
i;9,980.730 
68, 386, 632 
52, 422, 069 
45. 560, 309 
48:566,794 

Pr.et. 
10.5 
10.1 
10.0 
10.3 
9.9 
10.1 
9.8 
8,9 
8!  6 
7.6 
7.8 
8.2 
8.6 
8.6 
8.2 
7.8 
7.9 
7.9 
7.9 
7.9 
8.1 
7.9 
7.5 
7.5 
6.8 
6.9 
6.9 

Pr.et. 

'8.8 
8.3 
8.2 
8.4 
7.9 
7.9 
7.8 
7.0 
6.8 
6.1 
6.2 
6.4 
6.7 
6.7 
6.4 
6.1 
6.1 
6.1 
6.1 
6.0 
6  1 
5.9 
5.6 
5.5 
6.0 
5.0 
5.0 

Pr.  ct. 

i:^7]         

10  4 

10.2 

1874   

10.3 
9.5 

Iij76 

8.1 

1877 

6.3 

1878 

5.3 

1879                       .... 

2  045 
2,045 
2  079 

4.8 

6.7 

Iggl            

8.4 

J§82 

2.118      459.644.485 

9.5 

1883            

2.232 
2.420 
2.016 
2.C86 
2.81& 
2.993 
3.  120 
3.244 
3.477 
3.C41 
3  730 

478,519.528 
501  304.720 
520,752,720 
527. 777. 898 
5<2  959. 709 
5ti7.840.044 
588.391.497 
607.  428,  365 
643,  680.  165 
671.493,123 
682.975.512 
681.129.704 
664.  7 12.  .305 
655. 960. 855 

8.6 

18g4                         

8.6 

1885 

6.9 

7.3 

18#7                          .   .. 

8.5 

8.8 

1889 

8.7 
8.6 

1891 

8.9 
7.8 

3,754 
3.735 
3.698 

5.6 

1895                -     • 

5.0 

5.4 

Average.  27 
vearn  

AKgreg.ite,  27 
vaors      ..  . 

532,985,989 

157,114.563 

44,470.364 
1,200,699.570 

54.6.31.930 
1,475.063,404 

8.3 

6.4 

7.0 

1       ' 

Criticism  is  made  of  the  present  system  of  bank  ex- 
aminations as  conducted  by  the  national  government, 
but  it  has  been  very  efficient  in  its  results.  It  has  pre- 
vented many  failures,  by  the  administration  of  timely 
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warnings  to  the  officers.  It  has  not  succeeded  in  pre- 
venting all  failures,  and  the  law  has  been  often  vio- 
lated without  the  knowledge  of  the  examiners.  No 
system  could  be  relied  upon  absolutely  to  prevent 
fraud,  but  the  system  of  bank  examinations  is  helpful 
to  \he  public.  Criticism  has  been  made  because  the 
Comptroller  does  not  immediately  notify  the  public 
when  there  is  anything  wrong,  instead  of  warning  the 
officers.  This  is  because,  in  such  an  event,  there 
would  be  an  immediate  run  on  the  bank  which  would 
result  in  loss  to  many  of  the  depositors.  But  often, 
when  the  course  now  employed  is  pursued,  the  direc- 
tors are  able  to  repair  damages  and  continue  in  busi- 
ness with  safety  to  the  depositors.  Where  collapse 
is  averted  the  facts  never  become  known.  "As  a 
general  proposition,"  to  quote  ex-Comptroller  Lacey, 
"  it  may  be  stated  that  the  success  of  a  bank  is  depend- 
ent upon  the  integrity  and  ability  of  its  active  officers. 
Neither  legal  enactments  nor  official  supervision  can 
create  these  qualities,  though  the  former  serve  to  de- 
ter the  wrong-doer  and  the  latter  to  educate  the  inex- 
perienced." 

Criticism  is  also  made  of  the  provision  of  the  re- 
serve law  which  allows  a  part  of  the  reserve  to  be  de- 
posited with  other  banks  in  distant  cities.  The  pro- 
vision is  taken  advantage  of  by  most  of  the  banks,  as 
in  that  way  they  are  able  to  gain  interest  on  an  amount 
of  money  which  would  otherwise  remain  unproductive 
in  their  coffers.  While  banks  in  large  cities  do  not 
pay  interest,  as  a  rule,  to  individual  depositors,  they 
allow  interest  to  other  banks,  which  frequently  exact 
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as  much  interest  as  their  deposits  will  bring  in  open 
j  market.  This  law  leads  to  a  congestion  of  money  in 
I  the  money  centers  and  tends  to  leave  the  country  banks 

,    '  at  all  times  without  sufficient  cash  to  meet  the  demands 

I   j 

j  o£  the  commercial  depositors  and  their  own  communi- 
Ities. 

This  congestion,  as  well  as  the  unequal  distribution 
V  of  capital  engaged  in  banking  business,  is  shown  by 
the  average  capital  per  capita  of  the  national  banks  in 
each  state.  The  average  for  the  United  States  in 
1896  was  $37.14.  The  average  in  each  state  shows  a 
startling  disparity,  ranging  from  $120.59  P^^  capita  in 
Massachusetts  to  $2.56  per  capita  in  Mississippi.  The 
per  capita  capital  stock  of  the  national  banks  by  states 
is: 

Maine,$45.88 ;  New  Hampshire,  $41.85  ;  Vermont, 
$53.34;  Massachusetts,  $120.59;  Rhode  Island, 
$117.21;  Connecticut,  $80.31;  New  York,  $86.18; 
New  Jersey,  $43.12;  Pennsylvania,  $60.61;  Dela- 
ware, $42.68;  Maryland, $53. 56;  District  of  Columbia, 
^65. 49;  Virginia,  $12.37;  West  Virginia,  $13.70; 
North  Carolina,  $4.92  ;  South  Carolina,  $5.35  ;  Geor- 
gia, $6.12;  Florida,  $12.73;  Alabama,  $6.25;  Mis- 
sissippi, $2.56;  Louisiana,  $18.24;  Texas,  $22.15; 
Arkansas,  $2.72;  Kentucky,  $16.54;  Tennessee, 
$13.56;  Ohio,  $40.09;  Indiana,  $22.26;  Illinois, 
$39-505  Michigan,  $22.56  ;Wisconsin,  $25.37;  Iowa, 
$20.48;  Minnesota,  $29.88;  Missouri,  $19.37;  Kan- 
sas, $20.12;  Nebraska,  $2020;  North  Dakota, 
$20.44;  South  Dakota,  $11.31;  Washington,  $22.92 ; 
Oregon,$33. 16;  California, $19. 17  ;  Montana,$86.79; 
Idaho,  $21.33;  Wyoming,  $30.41;  Nevada,  $5.40; 
Utah,  $20.08;  Colorado,  $56.30;  Arizona,  $19.27; 
New  Mexico,  $15.61 ;  Oklahoma,  $5.24;  Indian  Ter- 
ritory, $5.95. 
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This  distribution  is  based  on  no  sound  or  equitable 
principles,  and  that  it  should  exist  is  made  a  criticism 
by  many  opponents  of  the  national  banking  system. 

It  is  largely  due  to  the  fact  that  in  the  smaller  towns 
and  villages,  and  in  thriving  agricultural  districts, 
there  is  not  sufficient  capital  available  to  meet  the  re- 
quirements of  the  law  relative  to  the  organization  of 
a  national  bank.  The  minimum  paid  up  capital 
required  at  present,  in  a  town  of  less  than  6,000  pop- 
ulation, is  $50,000.  It  is  suggested  that  this  could  be 
avoided  by  the  authorization  of  small  banks  with  a 
capital  of  •f  25,000  in  towns  of  less  than  4,000  popula- 
tion, and  such  a  bill  was  passed  by  the  House  of  Rep- 
resentatives at  the  session  of  1896-97,  but  failed  in  the 
Senate. 

Secretary  Carlisle  has,  however,  suggested  that  the 
banks  of  small  capital  are  a  source  of  weakness  to  the 
system,  and  has  recommended  the  passage  of  a  law 
allowing  national  banks  to  establish  branches,  similar 
to  those  maintained  by  the  great  banks  of  Canada, 
Scotland,  France  and  other  countries.  Its  advantages 
may  be  learned  by  an  examination  of  the  system  of 
those  countries,  especially  that  of  Canada.  But  grant- 
ing all  the  advantages  alleged  by  its  supporters,  it  is 
doubtful  whether  it  will  be  adopted  by  Congress. 

Changes  in  the  national  banking  system  have  been 
made  slowly  in  the  past,  and  there  is  every  reason  to 
believe  that  that  policy  will  continue,  unless  a  party 
pledged  to  the  reform  of  the  currency  should,  after  a 
campaign  in  which  the  banking  question  pla3ed  a 
principal  part,  come  into  power. 
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The   following    table    shows  the  condition  of  the 

3,676  national  banks  in  the  United  States  on  October 
6,  1896: 

Resources. 

Loans  and  discounts $1,876,591,716.30 

Overdrafts 16,677,123.01 

U.  S.  bonds  for  circulation 237,291,650.00 

U.  S,  bonds  for  deposits 15,793,000.00 

U.  S.  bonds  on  hand 9>342,5oo  00 

Premiums  on  U.  S.  bonds 17,629,994.81 

Stocks,  securities,  etc 188,995,352.93 

Banking  house,  etc 78,046,817.28 

Real  estate,  etc 27,403,155.46 

Due  from  national  banks 111,830,935.50 

Dae  from  State  banks 29,583,299.70 

Dae  from  reserve  agents 190,077,533.04 

Checks  and  other  cash  items 13,913,129.68 

Clearing-house  exchanges 76,760,4 16. 77 

Bills  of  other  banks 18,055,536.00 

Fractional  currency 966,835  38 

Specie 200,808,632.47 

Legal  tender  notes 1 10,494,730.00 

U.  S.  certificates  of  deposit 31,840,000.00 

5  per  cent  fund  with  Treas 10,373,622. 18 

Due  from  U.  S.  Treas 1,209,333. 32 

Total $3,263,685,313  83 

Liabilities. 

Capital  stock $  648,540,325.00 

Surplus  fund 247,690,074.96" 

Undivided  profits 88,652,759.74 

Nat'l  bank  circulation 209,944,019.50 

State  bank  circulation 60, 393. 50 

Dae  to  national  banks 269,043,386.73 

Due  to  State  banks 146,058,794.35 

Dividends  unpaid 1,665,571.90 

Individual  deposits i.597j89i,058.73 

U    S.  deposits 11,091,241.86 

Deposits  U.  S.  dis.  officers 4,080,236.63 

Notes  rediscounted 14,881,060.90 

Bills  payable 20,431,426.62 

Other  liabilities 3,654.963.41 

Total >  .$3,263,685,313.83 
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BANK  OF  ENGLAND  AND  ENGLISH  BANKING. 

The  English  banking  system,  whether  the  best  or 
not,  is  the  most  interesting  in  the  world.  Under  it — 
as  ordered  by  the  act  of  1844,  which  granted  the  Bank 
of  England  a  practical  monopoly  of  the  note-issuing 
power,  which  monopoly  will  eventually  be  complete — 
England  has  prospered.  The  system  has  been  strongly- 
criticised.  There  have  always  been  some  who  have 
sought  to  change  it,  but  such  efforts  are  foredoomed 
to  failure ;  for,  whatever  may  be  its  merits  or  de- 
merits, coincident  with  its  existence,  London  has  be- 
come the  center  of  the  exchanges  of  the  world.  This 
has  probably  been  quite  as  much  due  to  the  nation's 
freedom  from  invasion,  but  that  the  Bank  of  England 
is  itself  largely  responsible  for  this  prosperity  will  al- 
ways be  the  belief  of  most  Englishmen. 

The  Bank  of  England  had  outstanding  on  Novem- 
ber II,  1896,  notes  to  the  amount  of  X26,546,525. 
while  the  English  joint  stock  and  private  banks  had 
an  aggregate  circulation  of  only  .€1,415, 870.  It  will 
be  seen,  therefore,  that  the  "bank"  performs  by  far 
the  largest  share  of  the  note-issuing  function. 

The  stability  of  this  J^ank  is  due  as  much  to  its  age 
as  to  anything  else,  and  to  a  conservatism  which  has 
been  the  result  of  that  age  and  the  following  of  prece- 
dent during  all  of  that  time.  It  is  over  two  hundred 
years  old,  having  been  organized  in  1694.     From  llic 
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very  first  the  bank  has  been  a  servant  to  the  govern- 
ment, and  it  has  retained  that  character  to  the  present 
time,  although  the  government  has  had  no  direct  con- 
trol over  its  operations.  It  w^as  organized  to  relieve 
William  III.  from  the  difficulties  which  he  experienced 
in  raising  funds  for  the  prosecution  of  the  war  against 
France.  The  sum  of  iE^i, 200,000  was  required  to  be 
raised  by  the  terms  of  its  charter,  and  the  bank  was 
to  have  the  privilege  of  issuing  notes,  keeping  the  ac- 
counts of  the  public  debt  and  transacting  other  bank- 
ing business,  with  great  freedom  from  restraint.  In 
return  for  these  privileges  the  bank  agreed  to  loan  its 
whole  capital  to  the  government  at  8  per  cent.  This 
gave  the  bank  a  revenue  of  JCi'^0,000  at  the  very  out- 
set of  its  career. 

This  character  as  servant  of  the  government  has 
been  retained  by  the  bank  through"  all  of  ijs  subse- 
quent career,  although  in  a  somewhat  diminished  de- 
gree. The  capital  was  increased  to  JC2, 201,000 
within  two  years  after  its  organization.  In  17 10  it 
was  again  increased  to  1^5,560,000,  and  on  June  29, 
18 16,  it  was  increased  to  its  present  sum  of  «f  I4,553,- 
ooo,  equal  to  about  $72,000,000.  Its  career  has  not 
always  been  prosperous.  It  failed  in  1696,  and  in 
later  years  has  been  subject  to  runs  organized  by  pri- 
vate bankers,  some  of  whom  to  this  very  day  are  jeal- 
ous of  its  power  and  influence.  Its  policy  has  been 
often  assailed,  and  thousands  of  books  and  pamphlets 
have  been  written  against  it. 

Up  to  1^26  the  Bank  of  England  was  the  only  joliil 
stock  bank  in  England,  and  until  1835  ^^  remained  the 
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()iil\  juiiit  .stock  hank  in  L(jfuloti.  At  that  tlatc  the 
London  and  Westminster  Bank  was  founded,  and  at 
the  same  time  other  joint  stock  banks  were  established 
in  Great  Britain.  It  has  gradually  become,  not  only 
the  bank  of  the  government,  but  its  stability  has  made 
it  the  bankers*  bank.  The  bullion  reserves  of  all 
other  banks  are  kept  at  the  Bank  of  England,  and  this 
in  itself  makes  it  the  center  of  the  English  monetary 
system.  This  reserve  is  seldom  allowed  to  fall  be- 
low Xio,ooo,ooo,  a  fair  average  being  .t'icooo.ooo 
to  Jt* 1 5, 000,000.  Its  daily  transactions  have  sometimes 
run  as  high  as  X6, 500,000. 

The  bank  as  it  now  exists  was  made  so  by  the  act 
of  1844.  The  issue  department  of  the  bank  was  sep- 
arated by  the  act  from  the  banking  department  and 
placed  in  charge  of  a  committee  appointed  from  the 
directors  by  the  entire  body.  The  governor  was  di- 
rected to  transfer  to  the  issue  department  securities  to 
the  value  of  i^i4. 000,000,  of  which  the  debt  due  the 
bank  by  the  government  was  to  be  a  part.  The  bank 
was  also  to  deliver  to  the  issue  department  such  gold 
coin  and  bullion  as  was  not  required  for  the  banking 
department,  and  was  to  receive  in  return  notes  there- 
for. The  price  of  gold  was  fixed  at  JC3  17s  pd  an 
ounce,  and  at  that  price  it  has  remained  throughout 
the  world  ever  since. 

The  department  of  issue  was  therefore  allowed  to 
issue  notes — which  are  a  legal  tender — against  the 
.securities,  amounting  to  ^"14. 000,000.  of  which  i'li.- 
015. 100  due  the  British  government  formed  a  part. 
Since  then  the  issue  department  has  been  allowed  to 
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put  out  notes  above  this  amount  only  for  gold  de- 
posited, except  that  by  a  provision  of  the  act  the  bank 
might  hold  silver  to  the  extent  of  one-quarter  of  its 
gold  holdings  (but  this  it  has  never  done),  and  that 
by  another  provision  if  any  other  bank  issuing  notes 
at  the  time  when  the  act  was  passed  should  for  any 
reason  discontinue  its  issues,  the  issue  department  of 
the  Bank  of  England  might  add  to  the  amount  of  se- 
curities hey  by  it  to  the  extent  of  two-thirds  of  the 
note  issues  of  banks  retiring  from  business,  and  put 
out  its  own  notes  against  these  securities.  The  fi- 
duciary issue  of  the  bank  has  so  risen  at  different 
periods  from  1844,  that  it  now  stands  at  J£* 1 6, 800, 000. 
The  last  addition,  of  ^£.'350, 000,  was  made  by  order  in 
council,  on  January  29,  1894.  The  aggregate  amount 
of  the  notes  of  other  banks,  which  have  ceased  to 
issue,  up  to  this  date,  and  against  two-thirds  of  which 
Bank  of  England  notes  have  been  substituted,  is  £^,- 
206,168. 

The  amount- of  securities  against  which  notes  are 
issued  by  the  bank  was  c£  16,800,000  on  March  3, 
1897.  As  on  the  same  date  the  amount  of  notes 
issued  against  gold  coin  and  bullion  on  hand  amounted 
to  .£36,411,000,  including  those  held  in  the  banking 
department  (of  which  no  account  is  taken  in  reckon- 
ing the  circulation),  it  will  be  seen  that  the  issue  depart- 
'ment  of  the  bank  is,  to  all  intents  and  purposes,  simply 
an  establishment  which  stands  read3^to  exchange  gold 
for  notes  or  notes  for  gold,  and  its  paper  is  little  more 
!  than  a  gold  certificate.  For  every  note  issued  the 
bank  has  gold  on  hand  to  pay  on  demand,  within  a 
certain  very  narrow  margin  represented  by  the  debt — 
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which  in  itself  is  covered  by  the  bank's  surplus,  to 
some  extent.  A  Bank  of  England  note  therefore 
means  that  there  is  no  doubt  that  the  holder  can  get 
its  face  value  in  gold  for  it  at  any  time.  The  bank 
has  never  taken  advantage  of  its  privilege  to  issue 
notes  on  silver.  Its  notes  are  a  legal  tender  and  are  to 
be  such  as  long  as  the  bank  is  able  to  redeem  its  notes 
in  gold. 

Hy  the  act  of  1^44  the  bank  note  was  substantially 
destroyed  as  an  instrument  of  credit  and  it  became 
substantially  a  gold  certificate.  The  functions  w^hich' 
the  bank  note  had  in  part  performed  were  left  to  other 
instruments  of  credit.  Under  such  a  system  there^ 
is  no  elasticity  of  the  currency  as  we  know  it  in  this 
country,  and  on  this  account  there  has  been  much 
criticism  of  it.  Under  the  English  system  gold  is  practi- 
cally the  only  circulating  medium,  there  being  very 
few  uncovered  notes  in  circulation,  and  the  amount  of 
money  in  the  kingdom  can  only  be  increased  by  the 
attraction  of  gold  to  the  country,  which  is  effected  by 
changing  the  discount  rate.  It  is  contended  that  the 
locking  up  of  so  much  gold,  while  less  would  be  suffi- 
cient for  the  purpose,  is  conservative  to  the  point  of  ex- 
travagance. At  the  same  time  it  makes  the  notes 
safe  to  the  greatest  extent,  and  to  this  is  due  the  ab- 
solute convertibility  of  the  bank  note  upon  which  En- 
glishmen lay  such  great  stress. 

This  stability  prevents  hoarding.  The  hoarding  of 
money  through  fear,  such  as  is  seen  from  time  to  time 
in  America,  is  what  operates  to  make  money  scarce 
during   panics,   and  this   freedom   from    fear  is,  it  is 
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contended,  of  more  importance  than  automatic  devices 
I  for   the  elasticity  of   the  currency.     The   danger  of 
panic  is  lessened  as  the  motive  to  hoard  is  lessened. 
While   the   prevention  of  hoarding  will  lessen  the 
danger  of   a   panic,  panics   must   come   from   time  to 
lime.      There  was  a  great  panic  in  1866,  which  cul- 
minated in  the  famous  Black  Friday.      The  failure  of 
the  Joint    Stock    Discount    Company    w^as    quickly 
followed  by  the  suspension  of  Earned 's  bank  in  Liver- 
pool.    Then,  on  May  10,  the  biggest   failure  in  the 
history    of    England    occurred,  because    of  a  run  on 
Overend,    Gurney   &   Co.,  causing  their  suspension 
with  liabilities  of  ^^18,727,915.      The   failures    were 
due  to  overspeculation,  and  the   series  led  to  Black 
Friday,  May  11,  1866,  a  date  which  will  always  be 
remembered  in  financial  history.     The  Bank  of  Eng- 
land during  the  day  extended  accommodations  in  loans 
and.  discounts  for  an  amount   exceeding   .£4, 000, 000, 
and  the  banking  reserve  was  reduced  close  to  ^^3,000,- 
000.     That  evening  the  chancellor  of  the   exchequer 
recommended  that  the  bank  act  be  suspended,  and  this 
was  done  by  the  government.     The  mere  announce- 
ment of  this  extended  power,  which  would  permit  the 
bank  to  issue  notes  beyond  the  legal  limit,  was  suffi- 
cient to  allay  the  panic,  and,  within  a  short  period, 
affairs  had  returned  to  their  normal  condition. 

This  simple  device  has  served  the  purpose,  and  its 
availability  has  probably  prevented  other  panics.  At 
all  events,  under  the  British  system,  there  has  been 
but  one  panic  in  thirty  years,  which  is  better  than  a 
panic  every  few  months,  as  results  when  currency  ex- 
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IKriineiils  arc  made  which  do  not  provide  for  stability 
as  of  the  greatest  hnportancc.  Ordinarily  the  banking 
department  of  the  Hank  of  England  cannot  call  upon 
the  issue  department  for  assistance  any  more  than 
could  any  other  institution.  Only  on  three  occasions 
have  there  been  runs  on  the  banking  department, 
which  occasions  were  in  1847  and  1857,  as  well  as  in 
1866.  Then  the  English  government  has  authorized 
the  issue  department  to  issue  notes  to  the  banking  de- 
partment without  requiring  the  latter  to  deposit  gold 
in  exchange.  Thus  the  banking  department  has  been 
furnished  with  ample  funds  and  all  danger  of  failure 
prevented,  restoring  confidence  to  the  whole  financial 
world  of  which  the  bank  is  the  center.  The  stability 
inspires  confidence,  and  the  emergency  measure  is 
used  only  in  an  emergency. 

For  its  exclusive  privileges  the  bank  pays  the  gov- 
ernment an  annual  sum,  which  has  been  increased 
from  i:i20,ooo  in  1833  to  i:i8o,ooo;  and  all  profit' 
from  the  increase  of  the  issue  of  their  notes  beyond 
i^i4.ooo,cxx)  is  directed  to  go  to  the  public.  The 
profit  on  this  amount  was,  up  to  1892,  the  interest  at 
3  per  cent  after  deductions  for  stamp  duties  and  ex- 
penses. 

With  regard  to  the  bank's  profits, the  rate  of  interest 
payable  on  the  government  debt  (Jt^i  1,015, 100),  was 
fixed,  in  1892, at  2^  per  cent  per  annum,  until  April 
5,  1903;  and  after  that  date  2}4  per  cent,  unless  the 
bank  give  notice  in  writing  six  months  before  that 
day  that  they  decline  to  accept  that  rate,  when  the 
debt  may  be  paid ;  or,  until  payment  is  made,  the  in- 
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terest  will  continue  at  2?y^  per  cent.  Another  source 
of  protit  to  the  issue  department  is  the  gain  made  by 
it  in  the  purchase  of  foreign  coin  and  bullion  brought 
to  it,  for  which,  under  the  act  of  1844,  the  bank  pays 
£t,  i7S9d  per  ounce,  which  is  i^^d  per  ounce  less  than 
the  mint  price.  The  bank  is  also  allowed  to  write  off  as 
profit  notes  which  forty  years  after  their  issue  have 
not  been  presented,  on  the  supposition  they  have  been 
lost  and  destroyed.  But  when  such  notes  are  presented 
they  must  be  paid. 

The  banking  department  is  almost  as  interesting  in 
its  operations  as  the  issue  department.  It  acts  as  the 
banker  of  the  government  in  the  management  and 
payment  of  interest  on  the  national  debt,  the  issue  and 
w^ithdrawal  of  Exchequer  bills,  and  bonds,  the  issue 
of  government  loans,  and  other  banking  operations 
connected  with  the  government.  The  act  of  1892 
fixed  the  bank's  remuneration,  for  the  management  of 
the  national  debt,  at  the  rate  of  £325  per  million 
pounds  of  such  debt  up  to  500  millions,  and  at  the 
rate  of  JCioo  per  million  above  this  amount.  The 
annual  sum  is  not  to  be  less  than  Jf  160, 000.  For  the 
management  of  Exchequer  bonds  and  bills,  the  bank 
receives  £100  per  million,  and  for  the  management  of 
treasury  bills  £200  per  million,  outstanding  on  the 
last  day  of  the  financial  year. 

The  banking  department  is  also  practically  the 
world's  bank  of  deposit  and  the  clearing-house  of  the 
world.  The  Bank  of  England  holds  the  position  in 
English  finance  that  the  New  York  banks  do  in  that 
of  America.     It  is  the  clearing-house  of  the  other 
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Ljicat  London  banks,  and  they,  a.s  well  as  the  oilier 
ICn^dish  banks,  hold  reserve  in  the  Bank  of  England. 
which  is  thus  made  the  custodian  of  the  entire  cash  re- 
serve of  the  United  Kingdom.  Only  such  currency  as 
is  necessju'y  to  transact  their  current  business  is  kept  on 
hand  by  the  smaller  banks,  and  they  keep  their  surplus 
in  the  Bank  of  England.  In  crises  the  demand  for  funds 
always  comes  upon  the  "old  lady  of  Threadneedle 
Street, "just  as  in  this  country  it  comes  upon  the  New 
York  banks,  the  difference  being  that  by  suspending 
the  bank  act  the  Bank  of  England  may  supply  all  | 
possible  demands,  while  there  is  no  power  in  this- 
country  to  ease  the  money  rnarket. 

The  Bank  of  England  is,  in  another  respect,  in  a 
better  position  than  the  New  York  banks.  Our  banks) 
allow^  2  per  cent  interest  to  other  banks  on  deposits, 
but  the  Bank  of  England  allows  no  such  interest. 
There  is.  therefore,  no  temptation  to  surfeit  the  Bank 
of  England  with  deposits  when  money  is  very  easy. 
If  the  bank  paid  interest  it  would  be  forced  to  lend 
such  deposits  to  protect  itself  from  loss  of  interest, 
and  it  might  be  ill  prepared  to  pay  them  when  the 
conditions  change.  In  this  country  the  fact  that  money 
deposited  in  New  York  counts  as  a  part  of  the  reserve 
and  interest  is  paid,  has  the  effect  of  keeping  the  New 
York  banks  flooded  with  money  when  it  is  plentiful, 
which  money  is  drawn  upon  without  notice  in  times 
of  financial  stringency.  The  willingness  of  the  banks 
to  lend  this  money  to  the  Bank  of  England,  without  in- 
terest, is  due  to  the  fact  that  b}-  showing  their  funds. 
in  their  balance  sheets  as  thus  deposited,  they  command 
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confidence  from  the  public.  In  the  second  place,  they 
trust  in  times  of  distress  to  secure  assistance  from 
the  bank  in  the  matter  of  loans  and  discounts. 

The  chief  means  used  by  the  Bank  of  England  to 
protect  itself  is  by  raising  the  rate  of  discount.  This 
has  the  effect  of  making  borrowing  more  difficult.  It 
also  has  the  effect  of  inducing  money  to  come  to  Lon- 
don from  other  parts  of  the  world,  or  at  all  events  to 
check  its  outflow.  Its  efficiency  has  been  proved  over 
and  over  again. 

It  is  said  that  the  prosperity  of  the  Bank  of  Eng- 
land is  largely  due  to  the  fact  that  it  is  out  of  politics, 
and  is  merely  an  ordinary  corporation  doing  business 
for  the  benefit  of  its  shareholders.  It  is  governed  b}^ 
a  board  of  twenty-four  directors  and  a  governor  and 
deputy  governor,  who  each  serve  for  one  year.  All 
the  directors  serve  in  turn  as  deputy  or  as  governor, 
and  it  is  usually  not  until  a  man  has  been  a  director 
for  twenty  years  that  he  obtains  the  position  of  gov- 
ernor. The  board  meets  with  the  governor  and  deput}' 
every  Thursday  in  the  "bank  parlor" and  passes  upon 
the  report  for  the  week.  There  are  very  few  branch 
banks,  and  the  control  is  centralized  as  much  as  pos- 
sible. 

Although  very  close  to  the  government  the  latter 
has,  since  the  time  of  Pitt,  interfered  ver}-  little  with 
its  management.  The  bank  is  purely  the  government 
banker  and  not  its  cashier,  maintaining  the  same  re- 
lations with  the  government  as  with  any  depositor. 
The  state  has  no  share  in  the  profits,  and  the  taxes  are 
only  jE" 2 00,000. 


52 


BANK  OF  ENGLAND 


Many  objections  are  made  to  the  Bank  of  England's 
system.  It  is  said  that  it  shackles  the  bank  in  the 
use  of  its  credit.  In  reply  the  defenders  of  the  sys- 
tem say  that  it  prevents  the  greater  injury  of  over 
issue  of  paper.  The  act  prevents  the  bank  from  issu- 
ing substitutes  for  money  which  do  not  represent 
money.  The  gold  in  the  issue  department  of  the  bank 
was  not  purchased  by  it  nor  does  it  belong  to  it.  The 
bank  is  merely  its  keeper,and  the  gold  is  the  property 
of  the  holders  of  the  bank  notes  who  have  deposited 
it  in  exchange  under  the  express  stipulation  that  on 
paying  the  notes  back  they  shall  receive  the  gold. 

It  is  also  said  that  the  currency  is  limited  by  the 
bank,  and  this  seems  susceptible  of  proof.  The  issue 
of  paper  money  is  limited,  but  the  defenders  of  the 
bank  say  that  otherwise  the  issue  would  be  without 
reference  to  the  reserve.  As  it  is  now,  the  currency 
is  inelastic  and  does  not  expand  or  contract  in  accord- 
ance with  the  needs  of  business.  It  maintains  the 
value  of  the  notes  issued  by  the  bank  on  a  level  with 
the  coins  for  w^hich  they  are  substitutes ;  but  beyond 
that  its  effect  is  nil. 

The  bank  is  required  to  make  a  weekly  statement. 
That  made  for  the  week  ended  March  3,  1897,  was: 


ISSUE   DEPARTMENT. 


Notes  issued  ..  £53,  211,000 


i»3,211,000 


Government  debt     1:11.015,000 

Other  securities 5.785,000 

Gold  coin  and  bullion 36.411.U00 


A:53,211,000 


(  .ii.tnl  £14.55:^.000 

!  s) 3.746.000 

its 1«.209  000 

'  .  -iits .    3t>.7»0.000 

bcvfcu  day  and  other  bills. .         1K6.U00 


BANKING   DEPARTMENT. 

Government  securities £14,4 1 1 .000 

Other  securities 30,31«.(X» 

Notes 27,137,»)00 

Gold  and  silver  coin 2,618,000 


£74,484.000 


£74  .4*^4,00 
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The  other  banks  of  issue  are  comparatively  unim- 
portant in  a  consideration  of  circulation.  By  the  act 
of  1844,  those  banks  which  issued  notes  on  May  6th, 
in  that  year,  were  allowed  to  continue  to  do  so,  the 
limit  of  their  circulation  being  fixed  at  the  average 
amount  of  notes  which  they  had  in  circulation  during 
the  twelve  weeks  preceding  April  27,  1844.  No 
such  notes  are  to  be  issued  in  London,  or  within  sixty- 
five  miles  thereof,  except  by  the  Bank  of  England. 
When  the  currency  is  withdrawn  by  these  banks,  the 
Bank  of  England  issues  circulation  for  two-thirds  of 
the  amount.  Forty-three  private  and  thirty-six  joint 
stock  banks  in  England  and  Wales  now  issue  their 
own  notes,  the  limit  of  their  circulation  being,  in  No- 
vember, 1896:  Private  banks,  JE^i,  576,429 ;  joint- 
stock  banks,  iCi, 974,202,  a  total  of  .£3,550,631.  The 
amount  in  effect  in  1844  was  £5,153,417  for  the  207 
private  banks;  and  £3,478,230  for  the  seventy-two 
joint-stock  banks.  The  present  circulation  of  the 
joint-stock  and  private  banks  is  far  below  the  limit,  it 
being  £430,623  for  the  private  banks  and  £985,247 
for  the  joint-stock  banks,  on  October  3,  1896,  a  total 
of  £1,415,870. 

The  Bankers'  Magazine  (of  London)  for  Novem- 
ber, 1896,  states  that  in  comparison  with  the  corre- 
sponding period  of  the  previous  year  the  returns  show 
an  increase  in  the  Bank  of  England  circulation  of 
£925,5o8,but  a  decrease, in  that  of  the  private  banks, 
of  £245,110,  and,  in  that  of  the  joint-stock  banks,  of 
^52,776. 


CHAPTER  IV. 

BANKING  IN  SCOTLAND  AND  IRELAND. 

It  is  claimed  for  Scotland  that  she  possesses  prob- 
ably the  most  extensive  banking  facilities  of  any 
country  at  all  approximating  her  in  size  and  sparse- 
ness  of  natural  wealth.  The  system  is  the  result  of 
conservative  experiments,  which  have  almost  invari- 
ably proved   successful. 

Banking  in  Scotland  is  conducted  upon  a  system 
which,  while  resembling  the  English  system,  is  quite 
different.  It  differs  in  that  all  of  the  Scotch  banks 
have  many  of  the  privileges  of  the  Bank  of  England, 
which  privileges  are  a  monopoly  with  the  big  bank 
within  the  limits  of  England  and  Wales.  The  Scotch 
banking  business  has  never  been  intimately  connected 
with  the  government,  and  the  banks  were  founded  for 
the  purpose  of  promoting  trade  and  not  for  sustaining 
the  credit  of  the  government. 

The  act  of  1845  regarding  the  Scotch  banking  sys- 
tem allowed  the  banks  of  issue  then  existing  in  Scot- 
land to  retain  an  authorized  circulation  equal  to  the 
average  during  the  year  ending  May  i,  1845.  But 
they  were  also  allowed  to  issue  additional  notes  when 
fully  covered  by  coin  deposited  at  the  principal  places 
of  issue,  not  more  than  one-fifth  of  which  amount 
should  be  in  silver.  A  provision  was  made,  however, 
that  no  new  bank  of  issue  could  be  founded  in  Scot- 
land.    The  limit  of  authorized  circulation  was  placed 
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at  X3. 087, 209,  which  has  been  reduced  by  the  sus- 
pension of  two  banks  to  .£2, 676, 350.  The  Scotch 
banks  are  allowed  to  issue  notes  upon  deposits  of  coin, 
and  hence  each  of  them  has  the  equal  powers,  as  a 
bank  of  issue,  with  those  granted  the  Bank  of  Eng- 
land. The  average  circulation  for  the  four  weeks 
ended  August  i,  1896,  was  ^^7,318,754,  the  cir- 
culation held  against  specie  being  .£4,642,404.  Nearly 
two-thirds  of  the  notes  are  in  denominations  of  less 
than  ^^5,  w^hile  Bank  of  England  notes  are  all  for  .£5 
or  upward.  The  ten  Scotch  banks  of  issue  are :  Bank 
of  Scotland,  Union  Bank  of  Scotland.  Royal  Bank  of 
Scotland,  British  Linen  Company,  Commercial  Bank 
of  Scotland,  National  Bank  of  Scotland,  Aberdeen 
Town  Bank,  North  of  Scotland  Bank,  Clydesdale 
Bank  and  Caledonian  Bank. 

It  is  said  by  the  Scotch  bankers  that  there  is  no 
profit  for  them  in  their  circulation,  as  the  stamp  tax, 
licenses  from  the  towns  in  which  a  bank  may  estab- 
lish a  branch,  and  the  cost  of  maintaining  the  circula- 
tion eat  up  the  profits  derived  from  the  issue.  What- 
ever profit  there  is  in  them  to  the  banks  is  entirely 
indirect,  just  as  it  is  claimed  by  bankers  that  the 
profits  of  a  national  bank  currency  in  the  United 
States  are  indirect.  However,  a  writer  in  tlie 
Bankers'  Magazine  (London)  estimates  the  profit  on 
note  issue  in  Scotland  at  2^  per  cent.  - 

Since  the  abolition  of  free  banking  the  Scotch  bank- 
ing currency  has  not  been  so  elastic,  but  it  yet  fluctu- 
ates during  the  year,  being  invariably  lowest  in  March 
and  highest  in  November.      But  between  these  points 
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the  advance  is  not  uniform,  for  in  Ma}'  the  circulation 
is  nearly  as  high  as  in  November.  The  fluctuation  is 
in  response  to  the  demands  of  business,  for  May  and 
November  are  the  seasons  in  Scotland  for  making  pay- 
ments. Interest  due  on  mortgages  is  then  settled, 
annuities  are  then  paid,  the  country  people  draw  the 
interest  on  their  deposits,  and  servants  receive  their 
wages.     Bank  notes  are  used  more  than  checks. 

There  would  be  a  greater  elasticity  were  it  not  for  the 
requirement  that  gold  be  held  at  the  central  offices 
against  the  excess  of  issues.  As  it  is,  the  banks,  in 
order  to  conform  to  the  law,  are  obliged  to  bring  gold 
from  London, the  Bank  of  England  holding  the  ultimate 
reserve  of  the  whole  United  Kingdom.  When  the 
drain  is  over  the  boxes  of  gold  are  returned,  never 
having  been  opened.  The  expense  to  the  bank,  ac- 
cording to  Professor  Nicholson,  is  not  of  as  much  im- 
portance as  the  sudden  drain  on  the  Bank  of  England 
may  be  inconvenient. 

The  safety  of  the  note  issues  is,  however,  certain 
under  the  system,  and  any  danger  there  may  be  in  a 
run  is  to  the  depositors  and  not  to  the  note-holders. 
There  is  more  clamor  for  free  banking  by  the  political 
economists  than  there  is  by  the  bankers.  Safety  is 
preferred  to  elasticity,  as  in  England,  and  the  stability 
is  so  great  that  the  people  prefer  notes  to  gold.  The 
confidence  of  the  people  is  not  a  matter  of  slow  growth, 
but  is  due  to  the  old  established  practice  of  note  ex- 
changes. Notes  are  promptly  returned  to  the  bank  of 
issue,  and  settlements  must  be  made  promptly  or  the 
bank  is  forced  to  suspend. 
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During  the  early  history  of  banking  in  Scotland 
interest  was  allowed  on  all  deposits  by  the  banks,  and 
this  had  the  effect  of  largely  stimulating  the  motive 
to  save,  and  the  traditional  thrift  of  the  Scot  may  have 
been  largely  caused  by  it.  The  allowance  of  interest 
on  deposits,  it  was  predicted,  would  be  discontinued 
after  the  suspension  of  free  banking,  and  history  has 
proved  this  to  be  the  case  to  some  degree.  Money 
has,  however,  been  considerably  cheaper  in  all  of  the 
markets  of  the  world  since  that  trme.  Interest  on  cur- 
rent accounts  was  discontinued  October  i,  1892.  No 
diminution  in  deposits  of  that  character  resulting,  the 
banks,  on  February  i,  1895,  reduced  the  interest  on 
savings  deposits  to  i  per  cent.  This  rate  remained  in 
force  until  September  23, 1896,  when  the  banks,  realiz- 
ing that  they  could  not  withstand  the  competition  of 
private  savings  institutions  and  the  postal  savings 
banks,  raised  their  rate  to  i  ^  per  cent.  On  October 
22,  1896,  the  rate  was  restored  to  23^  per  cent. 

A  novel  feature  of  the  Scotch  banking  system  is  the 
cash  credit  accounts,  consisting  of  accommodation 
paper  issued  by  the  banks  to  persons  whose  accounts 
are  secured  by  the  guarantee  of  two  friends.  With 
such  indorsement  one  may  establish  credit  for  a  spe- 
cific amount  and  draw  against  it  as  he  needs  it.  The 
system  practically  amounts  to  the  granting  of  permis- 
sion to  firms  or  individuals  to  overdraw  their  bank 
accounts  to  a  certain  extent. 

Cash  credits  are  usually  given  for  sums  of  from 
JC200  to  i.'500.  They  are  rarely  given  for  sums  be- 
low Jt'ioo.     The  bank  prefers  to  grant  them  for  small 
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sums,  but  sometimes  they  are  issued  for  amounts  as 
high  as  £*i,ooo.  The  person  who  is  granted  one  is 
expected  to  withdraw  the  money  a  little  at  a  time,  as 
he  would  draw  from  his  bank  account.  He  is  not, 
however,  charged  interest  on  the  whole  amount,  but 
the  charges  are  made  against  him  from  day  to  day  on 
the  basis  of  the  amount  which  he  has  drawn  and  at 
an  interest  which  is  usually  5  per  cent. 

The  design  is  to  furnish  a  working  capital  for 
young  men  engaged  in  trade  or  agriculture,  and  it  is 
intended  to  make  character  as  well  as  property  a  col- 
lateral security.  Its  advantage,  as  noted  by  Conant, 
over  the  ordinary  method  of  discount,  followed  by  all 
banks,  is  that  it  is  not  only  more  economical  to  the 
borrower,  but  it  keeps  within  the  control  of  the  bank 
all  sums  not  in  active  business  use.  The  holder  of 
a  cash  credit  is  not  only  benefited  by  paying  into  his 
account  all  the  cash  which  he  may  receive  from  day 
to  day,  but  he  reduces  the  bank's  outstanding  loans 
by  that  amount  and  enables  it  to  increase  them  in 
other  directions  if  it  chooses. 

The  system  is  purely  one  of  honor,  but  it  has  been 
in  effect  since  1728,  and  has  been  found  to  work  well. 
The  losses  to  the  banks  have  been  trifling.  Cash 
credits  have  been  granted  to  manufacturers  and  large 
employers,  to  young  men  desirous  of  setting  up  in 
business  and  to  farmers  who  wish  to  move  their  crops. 
A  Scotch  manufacturer,  employing  4,000  hands,  tes- 
tified at  a  parliamentary  investigation  that  he  began 
business  with  nothing  but  a  bank's  cash  credit,  and  at 
the  same  time  a  banker  testified  that  during  twenty- 
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one  years,  when  operations  took  place  to  the  amount 
of  JCpOjOOOjOOO,  the  whole  loss  of  the  bank  had  been 
only  i:i,200.  The  cash  credit,  says  A.  W.  Kerr,  has 
been  a  potent  factor  in  the  commercial  progress  of  the 
nation.  "It  secured  the  debt  on  which  the  notes  were 
issued,  and  it  enabled  clever  and  industrious  young 
men,  who  had  no  capital  of  their  own,  to  lay  the  foun- 
dations of  individual  and  national  wealth." 

These  various  features  of  the  Scotch  banking  sys- 
tem have  produced  a  wonderful  confidence  on  the  part 
of  the  Scotch  people  in  their  banking  system,  and 
they  have  a  real  affection  for  the  banks.  This  con- 
fidence has  been  illustrated  on  several  occasions. 
Notable  instances  were  at  the  times  of  the  failures  of 
the  Western  Bank  in  1857  and  the  City  of  Glasgow 
Bank  in  1878.  When  there  were  runs  on  these  banks 
the  depositors  received  their  notes  in  payment  and  the 
pressure  was  due  to  the  heavy  deposits  made  else- 
where by  traders  who  transferred  their  accounts.  The 
other  banks  accepted  the  suspended  banks'  notes  and 
they  passed  freely  from  hand  to  hand  without  dis- 
credit.    None  of  the  solvent  banks  suffered. 

An  important  feature  of  the  Scotch  system  is  that 
of  branch  banks.  Scotland  has  ten  banks  with  a 
thousand  branches.  These  are  the  result  of  a  concen- 
tration of  capital,  and  to-day  Scotland  has  one  bank 
or  branch  bank  to  every  4,000  of  population,  against 
one  to  about  every  10,000  in  England,  and  about  one 
national  bank  to  ever}-  20,000  people  in  the  United 
States.  In  the  Scotch  banks  there  are  deposits  of  be- 
tween $400,000,000  and  ':f500,ooo,ooo,  although  the 
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jiopulation  of  the  country  is  only  a  little  more  than 
^,000,000.  The  wide  diffusion  of  branch  banks  has 
made  this  possible  by  placing  a  bank  within  the  reach 
of  every  small  trader. 

The  expense  of  conducting  these  banks  is  greatly 
decreased  by  the  fact  that  they  are  governed  by  the 
principal  bank.  The  expenses  amount  to  less  than 
I  j4  per  cent  per  annum  of  the  amount  due  the  de- 
positors. The  bank  with  branches  has  an  immense 
advantage  over  its  isolated  rivals  in  that  it  offers  to 
customers  exceptional  facilities  for  conducting  business 
with  cities  where  it  has  branches,  and  in  the  case  of 
a  moving  population  it  gains  depositors  at  every  turn, 
since  a  new  arrival  in  a  city  naturally  gravitates  to 
the  branch  of  the  bank  he  has  know^n  in  his  own  town. 

The  advantages  of  such  a  system  in  the  United 
States,  which  might  lead  to  the  development  of  the 
banking  facilities  in  sparsely  settled  sections  of  the 
country,  have  been  urged  by  many  economists,  and 
John  G.  Carlisle,  when  Secretary  of  the  Treasury, 
recommended  that  Congress  provide  for  their  establish- 
ment. 

IRELAND. 

Regulations  governing  note  issues  in  Ireland  are 
very  similar  to  those  which  govern  those  of  English 
joint-stock  banks, with  one  important  exception, which 
is  that  the  six  Irish  banks  of  issue  are  given  the  right 
to  issue  notes  against  coin  and  bullion  similar  to  the 
privilege  accorded  the  Bank  of  England  by  the  act  of 
1844.     The  act  of  1845,  under  which  the  Irish  banks 
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issue  notes,  fixed  the  limit  of  fiduciary  circulation  at 
the  average  amount  of  the  circulation  for  the  year 
ending  1845.  But  the  Bank  of  Ireland,  which  holds 
a  royal  charter,  was  to  be  allowed  to  issue  notes  for 
the  fiduciary  circulation  of  any  banks  which  mighl 
surrender  their  right,  and  to  the  limit  instead  of  two- 
thirds  the  surrendered  circulation,  as  is  the  case  with 
the  Bank  of  England  in  regard  to  the  surrendered  cir- 
culation of  the  joint-stock  and  private  banks. 

The  six  banks  then  in  business  still  exist,  but  their 
circulation  is  less.  The  total  of  fixed  issues  was  made 
^^6, 354,494  by  the  act  of  1845,  but  the  circulation 
outstanding  on  August  i,  1896,  was  ^£^5,918,385,  and 
the  deposit  of  coin  and  bullion  against  this  issue  was 
JC3,040,9I9.  a  majority  of  this  circulation  is  of 
notes  in  smaller  denominations  than  £1.  Ireland's 
six  banks  of  issue  are :  The  Bank  of  Ireland,  Provincial 
Bank  of  Ireland,  Belfast  Bank,  Northern  Bank,  Ulster 
Bank  and  the  National  Bank. 


CHAPTER  V. 

THE    BANK  OF  FRANCE. 

An  absolute  monopoly  of  note  issue  in  France  is 
enjoyed  by  the  Bank  of  France,  whose  circulation  is 
<4rcater  than  that  of  any  other  financial  institution  in 
tlie  world,  just  as  the  monetary  stock  in  France  is 
greater  than  that  of  any  other  nation.  The  bank  is 
in  some  respects  the  greatest  of  banks,  and  it  enjoys 
a  reputation  for  solidity  both  at  home  and  abroad. 
While  the  bank  is  the  only  one  of  issue, there  are  pri- 
vate banks,  as  in  all  countries,  and  the  "Credit  Fon- 
der," which  lends  money  on  long  time,  but  these 
have  no  powers  of  issue.  There  are  also  the  Bank 
of  Algiers  and  other  colonial  banks,  but  they  are  reg- 
ulated by  special  laws,  and  whatever  privileges  they 
may  enjoy  are  limited  strictly  to  the  colony  whose 
name  they  bear. 

While  nominally  a  private  banking-house,  the  Bank 
of  France  is,  in  reality,  a  semi-official  institution,  for 
the  reason  that,  being  a  monopoly,  its  operations  are 
made  under  state  control.  The  fact  that  the  bank 
issues  the  French  greenback  (which  is  blue  and  rose 
in  color)  has  the  effect  of  making  the  average  citizen 
believe  that  the  institution  belongs  to  the  government, 
and  he  has  the  same  confidence  in  it  that  he  has  in  the 
government  itself.  Business  men,  of  course,  know 
that  it  is  a  private  company,  but  they  realize  that  the 
government  could  not  allow  it  to  fail,  and  that  behind 
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its  capital  and  resources  is  the  fortune  of  the  whole 
nation  of  France  itself. 

The  bank  was  founded  in  1803,  its  creation  being 
due  to  the  desire  of  Napoleon  to  found  a  bank  after 
the  pattern  of  the  Bank  of  England,  and  since  1806 
it  has  been  the  only  institution  in  Paris  empowered  to 
issue  notes  payable  on  demand.  In  1848  the  monop- 
oly was  extended  to  the  whole  of  France,  and  the  chief 
banks  of  the  other  cities  became  its  branches.  The 
notes  were  then  made  a  full  legal  tender. 

The  government  exercises  a  very  strict  supervision 
over  its  actions.  Its  charter  is  voted  by  the  chamber 
of  deputies  and  senate,  and  it  has  been  renewed  many 
times  since  the  foundation  of  the  bank,  during  which 
time,  although  the  government  has  been  empire, 
monarchy,  commune  and  republic,  it  has  remained 
prosperous.  The  present  charter  expires  in  1897, 
and  it  must  be  renewed  in  order  to  enable  it  to  con- 
tinue in  business. 

Although  controlled  by  the  government,  the  banK 
is  owned  by  private  citizens,  and  French  statesmen 
believe  this  an  advantage,  as  because  of  it  the  bank 
and  the  government  have  thus  been  enabled  to  be  of 
assistance  to  each  other  at  various  times,  the  bank 
having  been  of  assistance  to  the  country  during  the 
changes  of  government  in  1870-71,  and  the  govern- 
ment having  been  of  assistance  to  the  bank  at  other 
times.  When  the  government  was  hard  pressed  the 
bank  saved  it  by  advances.  As  M.  Thiers  says,  "The 
bank  saved  us  because  it  was  not  a  state  bank." 

Although  the  state  does  not  own  any  of  the  182,- 


Ca  thk  hank  of  France 

5CX),ooo  francs  of  liic  capiiaiji  insists  upon  control  of 
its  operations  in  return  for  tlic  monopol}-  it  lias  «(ranted. 
The  governor  and  two  deputy  j^overnors  are  appointed 
by  the  state,  and  are  removable  at  will  by  the  gov- 
ernment. The  bank  performs  for  the  government, 
without  charge, important  treasury  operations, amount- 
ing every  year  to  6,000,000,000  or  7,000,000,000 
francs.  At  present  the  government  does  not  share  in 
the  profits,  but  the  new  charter  is  likely  to  contain 
such  provisions.  The  government  receives  the  pro- 
ceeds of  the  stamp  duty  on  the  bank's  notes,  and  a 
tax  of  4  per  cent  on  its  dividends,  from  which  two 
sources  the  state  in  1895  received  over  2,500,000 
francs. 

Government  supervision  also  extends  to  the  branches 
of  the  bank.  The  institution  must  maintain  at  least 
one  in  each  department  of  the  nation  (which  political 
divisions  roughly  correspond  with  the  states  of  the 
United  States).  There  were,  in  1896,  ninety-four 
branches,  and  thirty-eight  auxiliary  offices,  with 
twenty-three  minor  bureaus  and  105  town  offices. 
Each  of  these  is  under  the  charge  of  a  director  ap- 
pointed by  the  government. 

The  control  of  the  bank  is  vested  in  a  general  coun- 
cil, which  consists  of  fifteen  regents  and  three  inspec- 
tors, or  auditors.  These  are  elected  at  a  general  meet- 
ing of  the_jlockholders,  but  there  is  a  provision  tl^it 
three  of  the  regents  must  be  chosen  from  the  deputy 
treasurers  and  three  inspectors  and  five  regents  must 
be  from  among  the  business  men  of  the  stockholders. 
Only  the  200  stockholders  who  hold  the  largest  num- 
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ber  of  shares  are  allowed  to  attend   the  annual   meet- 
ings and  participate  in  the  election  of  oOicers. 

The  issue  of  bank  notes  by  the  Bank  of  France  is 
regulated  by  law.  The  extent  of  the  authorized  note 
issue  of  the  bank,  limited  by  decree  of  March  15, 
1848,  to  350,000,000  francs,  has  been  increased  by 
subsequent  legislation  as  follows : 

December  10.  1849,  to  526,000.000  francs. 

August  12,  1870,  to  1,800.000.000  francs. 

December  29,  187 1,  to  2,800.000,000  francs. 

July  15,  1872,  to  3,200.000,000  francs. 

July  30,  1884,  to  3,500,000,000  francs. 

The  present  limit  of  issue  is  4,000,000,000  francs, 
fixed  by  the  law  of  1 893, and  the  proposed  new^  charter 
will  increase  this  to  5,000,000,000  francs.  By  law  the 
circulation  of  the  bank  is  divided  into  two  classes,  the 
productive  and  the  non-productive  circulation.  Notes 
issued  to  meet  the  demands  of  commerce,  and  which 
are  secured  by  discounted  bills,  are  called  productive, 
and  are  subject  to  a  tax  of  50  centimes  per  1,000 
francs,  while  those  issued  against  specie  are  called 
non-productive,  and  pay  a  tax  of  20  centimes  per 
1,000  francs.  These  bank  notes,  as  soon  as  placed 
in  circulation,  become  a  legal  tender  in  France  and  all 
French  possessions.  They  have  to  be  guaranteed  by 
deposit  at  the  bank  by  gold  or  silver  coin,  or  by  loans 
made  upon  gold  or  silver  bullion,  or  upon  securities 
or  public  funds,  or  by  loans  made  to  the  state,  or  drafts 
discounted  upon  the  terms  prescribed  b}^  law^ 

In  time  of  crisis  the  government  can  give  to  the 
notes  of  the  bank  a  fixed  circulation,  in  which  case 
the  bank  would  be  relieved  from  the  necessity  of  re- 
deeming its  notes  in  coin. 
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The  law  forbids  the  Bank  of  France  from  engaging 
in  any  other  transactions  than  those  of  money.  Those 
privileges  allowed  are  :  To  issue  bank  notes  payable  on 
demand;  to  discount  bankers'  drafts  and  commercial 
bills,  drawn  at  a  fixed  period  not  exceeding  three 
months  and  bearing  the  names  of  business  people  and 
others  well  known  to  be  solvent ;  to  collect  bills  re- 
mitted them  by  private  parties  or  public  establishments ; 
to  receive  in  account  current  sums  for  deposit  with  the 
bank  by  private  individuals  or  public  institutions,  and 
to  pay  amount  drawn  to  the  extent  of  the  funds  de- 
posited ;  to  keep  a  record  of  voluntary  deposits  of  all 
securities,  bullion  and  all  kinds  of  gold  and  silver 
money;  to  make  advances  upon  French  bills  and 
French  securities,  upon  bullion  and  foreign  coins,  in 
accordance  with  a  certain  proportion  fixed  by  law 
and  to  terms  fixed  by  the  statutes  of  the  bank;  and, 
finally,  to  deliver  to  any  person  applying  therefor  or- 
ders from  Paris  to  their  branch  oflices,  and  orders  on 
Paris  from  the  branch  offices. 

An  important  part  of  the  bank's  business  is  the  dis- 
count of  commercial  paper,  on  short  time,  in  accord- 
ance with  these  regulations.  Its  credit  is,  however, 
not  directly  accessible  to  the  French  merchant, because 
it  requires  all  paper  presented  for  discount  to  have 
three  signatures.  Business  men  are  therefore  often 
obliged  to  have  recourse  to  an  intermediate  private 
banker,  who  discounts  the  notes,  and  then,  adding 
his  own  signature  to  the  other  two,  takes  them  to  the 
Bank  of  France,  which  rediscounts  them. 

Option  is  given  to  the  bank  to  redeem  its  notes  in 
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gold  or  silver,  and  it  does  it  in  one  or  the  other  or 
both,  as  may  seem  advantageous,  making  use  of  its 
privilege  of  bimetallism  to  do  whichever  may  be  most 
profitable  at  the  time.  If  gold  is  demanded  when  sil- 
ver is  offered  the  bank  exacts  a  premium  for  the 
yellow  metal.  The  exportation  of  gold  in  quantities 
is  prevented  as  far  as  possible.  In  1877  the  bank 
had  a  reserve  of  1,202,400,000  francs  in  gold  and 
860,900,000  francs  in  silver.  Its  holdings  on  Sep- 
tember 24,  1896,  were:  Gold,  1,994,600,000  francs; 
silver,  1,245,200,000  francs. 

The  large  note  circulation  of  the  bank  is,  according 
to  Conant,  in  a  measure  due  to  the  large  quantity  of 
silver  in  the  reserve  of  the  bank.  The  bank  has  tried 
to  force  five-franc  pieces  into  circulation,  but  they 
have  drifted  as  steadily  back  upon  its  hands  as  stand- 
ard silver  dollars,  in  spite  of  the  efforts  of  Treasurer 
Jordan,  drifted  back  into  the  Treasury  of  the  United 
States  in  1885  and  1886.  People  have  preferred  to 
take  notes  resting  upon  the  security  of  both  the  gold 
and  silver  in  the  bank  reserve. 

The  circulation  business  of  the  bank  is  its  most  im- 
portant function.  The  circulation  exceeds  the  dis- 
counts and  the  advances  more  than  three  times.  The 
circulation,  on  September  24,  1896,  was  3,490,990,- 
000  francs,  with  3,329,858,000  francs  coin  on  hand. 
The  savings  bank  business  is  rather  large,  and  the  big 
bank  is  used  by  small  depositors.  The  rules  allow 
any  one  to  open  an  account  with  the  Bank  of  France 
by  making  a  deposit  of  500  francs  ($100),  and  these 
deposits  are  payable  at  sight,  at  the  bank  or  any  of  its 
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branches,  but  no  interest  is  -  paid  upon  them.  The 
volume  of  transactions  during  the  year  1896  was  9,- 
924,672,000  francs. 

The  question  of  the  renewal  of  the  charter  of  tht 
bank,  and  the  terms  upon  which  it  w^ill  be  granted,  h 
one  of  the  great  topics  of  discussion  in  France.  Tht 
charter  expires  on  December  31,  1897.  A  bill  pro- 
posed, which  may  pass,  extends  the  charter  to  1920. 
The  limit  of  circulation  is  raised  to  5,000,000,000 
francs.  Interest  on  140,000,000  francs  loaned  the 
government  is  to  be  renounced,  and  a  further  loan  of 
40,000,000  francs,  without  interest,  is  to  be  made.  A 
tax  is  to  be  paid  the  government  of  ^  of  the  profits 
from  the  rate  of  discount  on  that  portion  of  the  circu- 
lation classed  as  productive  (which  will  amount  to 
about  1,250,000  francs  a  year),  and  the  tax  paid  the 
government  upon  the  profits  is  never  to  be  less  than 
2,000,000  francs.  Paper  of  agricultural  associations 
is  to  be  discounted  and  new  branches  are  to  be  opened. 
The  government  is  to  be  given  7,000,000  francs  for 
the  redemption  of  notes  supposed  to  have  been  lost  or 
destroyed,  and  any  profit  by  failure  to  present  them 
for  rt;de  nipt  ion  w  ill  accrue  to  the  state. 


CHAPTER  VI. 

THE  BANK  OF  RUSSIA. 

All  the  paper  money  of  the  Russian  Empire  is 
issued  by  the  Imperial  Bank  of  Russia,  which  is  under 
the  absolute  control  of  the  government,  and  whose 
policy  can  be  changed  by  the  Czar  on  the  shortest 
possible  notice.  It  has  no  iron-clad  regulations  what- 
ever, but  is  bound  onl}^  by  what  it  may  consider  ex- 
pedient. As  has  been  well  stated  by  Clifton  R. 
Breckenridge,  it  '^is  exclusively  a  government  con- 
cern. It  is  as  if  we  had  a  bureau  in  the  Treasury 
Department  with  power  to  do  a  great  and  varied  bank- 
ing business,  and  with  branches  all  over  the  country." 
Or,  as  it  is  put  by  another  writer,  "the  Imperial 
Bank  is  merely  the  Russian  government  doing  a  bank- 
ing business  for  its  own  benefit."  This  is  quite  a 
source  of  revenue,  the  profits  accruing  to  the  govern- 
ment being  in  the  neighborhood  of  10,000,000  roubles 
annually,  or  $7,500,000  in  gold. 

While  it  is  intended  only  to  consider  the  issue  de- 
partment of  the  bank, its  other  features  are  intimately 
connected  and  are  well  worthy  of  mention.  The 
bank  is  practically  two  banks,  one  a  bank  of  issue 
and  the  other  a  commercial  bank  which  has  nearly 
100  branches  in  all  parts  of  the  nation  and  does  a 
varied  business,  lending  money  on  all  sorts  of  secu- 
rity. The  farmers  have  specially  benefited  by  this 
latter  policy.     The  government  has  taken  the  initia- 

69 


-JO  THE  BANK  OF  RUSSIA 

live,  through  the  bank,  in  enterprises  which  in  other 
countries  would  be  kft  to  private  parties.  The  gov- 
ernment is  very  liberal  in  its  loans,  taking  risks  that 
would  not  be  assumed  by  private  persons,  feeling  that 
it  is  right  for  it  to  risk  some  of  the  national  wealth 
for  the  sake  of  probably  increasing  it,  and  also  be- 
cause the  government  can  use  its  own  power  to  punish 
defaulting  debtors.  The  agricultural  loans,  however, 
do  not  exceed  one-eighth  of  the  whole  amount.  Most 
of  the  loans  are  on  commercial  paper,  and  are  made 
for  the  purpose  of  developing  new  industries  in  ac- 
cordance with  the  recent  policy  of  the  country  ;  which, 
more  than  any  other,  has  been  encouraging  develop- 
ment. The  policy  of  the  new  Czar  has  been  to  de- 
velop the  almost  limitless  resources  of  the  country ; 
for,  although  Russia  is  an  old  nation,  its  capacity  for 
development  is  great.  This  has  been  especially  true 
in  Siberia,  which  has  been  recently  enjoying  a  boom 
much  after  the  fashion  of  some  western  American 
towns. 

This  commercial  development  has  been  admittedly 
helped  by  the  large  issues  of  paper  by  the  bank,  but 
these  have  had  their  disadvantages.  The  paper  rouble 
is  to-day  worth  66yi  copecks,  there  being  loo  copecks 
in  the  rouble.  During  the  past  twenty-five  years  it 
has  ranged  in  value  from  52  to  87  copecks,  according 
to  its  gold  value. 

It  is  claimed  that  had  there  been  no  extraordinary 
issues  of  paper  money  and  had  wise  financiers  been  in 
charge  of  the  bank,  the  paper  rouble  would  have  been 
worth  par.     Even  under  the  present  conditions  the 
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rouble  has  been  practically  stationary  in  value  during 
the  past  seven  years,  and  its  value  has  been  fixed  by 
exchange  at  66}4  copecks;  or,  one  gold  rouble  will 
buy  one  and  a  half  paper  roubles. 

The  bank  was  established  in  i860, with  a  capital  of 
25,000,000  roubles.  At  that  time  the  reserve  was 
86,000,000  roubles,  against  which  there  was  a  circula- 
tion of  714,627,069  roubles.  The  Imperial  Bank  had 
been  formed  by  a  decree  which  provided  for  the  as- 
sumption of  the  engagements  of  the  existing  banking 
institutions,  and  the  acquisition  by  the  new  banks  of 
their  reserves.  An  attempt  was  made,  by  Alexander 
II.,  to  resume  specie  payments,  but  it  was  a  failure, 
because  the  coin  resources  of  the  government  were 
inadequate.  After  a  run  on  the  bank,  coin  redemp- 
tion was  stopped  in  order  to  allow  the  government  to 
retain  what  little  specie  it  had  remaining. 

Then  an  era  of  speculation  set  in,  which  was  fol- 
lowed by  a  relapse,  leaving  the  country  with  more 
paper  money  than  w^as  necessary  to  supply  its  needs. 
It  would  have  been  decreased,  but  an  annual  deficit 
was  met  by  the  government  by  issues  of  paper  money 
by  the  bank.  During  the  war  with  Turkey,  the  vol- 
ume of  paper  money  was  increased  by  the  issue  of 
nearly  400,000,000  roubles  to  pay  the  expense  of  the 
war.  And  this,  with  the  existence  of  the  war  itself, 
caused  a  fall  in  the  value  of  the  paper  rouble.  After 
the  close  of  the  war  the  circulation  was  decreased,  and 
the  value  of  the  paper  rouble  increased  slightly. 
There  remain  yet  in  existence  266,250,000  roubles 
of  the  Turkish  war  issue. 
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The  bank  was  again  reorganized  in  1894.  Under 
that  ukase  the  Minist-er  of  Finance  is  authorized  to 
make  loans  on  whatever  security  he  sees  fit.  No  loan 
may  be  made  for  an  industrial  enterprise  for  a  greater 
amount  than  500,cxx>  roubles,  nor  for  a  retail  merchant 
(if  more  than  600  roubles.  Loans  may  be  made  to 
small  farmers  and  mechanics  upon  a  pledge  of  their 
products,  the  guarantee  of  mutual  credit  societies  or  of 
individuals  who  may  be  regarded  by  the  bank  as  good 
guarantors.  During  the  famine  of  1892  and  the  tariff 
war  with  Germany  in  the  following  year  the  govern- 
ment advanced  90,000,000  roubles. 

Loans  made  on  products  are  for  long  terms  and 
they  may  be  retained  in  the  hands  of  the  producers. 
This  results  in  some  loss  to  the  government  and  might 
lead  to  a  further  issue  of  paper  money  after  a  period 
of  hard  times,  which  would  lead  to  a  further  deprecia- 
tion of  the  value  of  the  paper  rouble.  Russian  states- 
men, however,  are  almost  unanimously  in  favor  of 
the  policy,  on  the  ground  that  it  is  of  advantage  for 
the  development  of  the  resources  of  the  country,  and 
it  increases  the  productivity  of  the  small  producers. 

The  new  law  fixed  the  capital  of  the  bank  at  50,- 
000,000  roubles.  The  issue  and  the  commercial  bank- 
ing departments  are  kept  entirely  separate  on  practi- 
cally the  same  plan  as  that  followed  by  the  I>ank  of 
England.  The  authorized  circulation,  or  what  cor- 
responds to  the  authorized  circulation  in  other  coun- 
tries, is  769,342,911  roubles,  which  is  based  upon  gov- 
ernment obligations.  The  circulation  above  that 
amount   is  represented  by  the  coin   reserve  and  can 
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be  increased  only  by  the  deposit  of  an  equal  amount 
of  coin.  The  total  circulation,  both  covered  and  un- 
covered, was  1,055,250,000  roubles  in  April,  1896. 
Estimated  on  a  paper  rouble  basis,  the  specie  in  cir- 
culation amounted  to  122,500,000  roubles.  This,  at 
52  cents  the  rouble,  gives  a  per  capita  circulation  of 
both  paper  and  specie  of  only  $4.90. 

Each  rouble  note  contains  on  one  side  the  follow- 
ing: * 

"Imperial  Credit  Note.  On  presentation  there  will 
be  paid  at  the  exchange  cash  room  of  the  Imperial 
Bank  one  rouble  [or  more]  in  silver  or  gold." 

Upon  the  other  side  are  these  words : 

"Extract  from  the  Imperial  Manifesto  concerning 
credit  notes :  First :  The  Imperial  Credit  Notes  are 
guaranteed  by  the  whole  property  of  the  realm  with- 
out detention  at  any  time,  to  be  exchanged  against 
ringing  (meaning  pure)  metal  of  the  above  mentioned 
fund.  Second :  These  credit  notes  enjoy  the  right 
of  circulation  throughout  the  Empire  on  an  equality 
with  silver  coin.  Third :  For  the  counterfeiting  of 
credit  notes  the  guilty  party  is  liable  to  the  loss  of  all 
rights,  and  will  be  sentenced  to  hard  labor." 

x\lthough  there  is  what  is  called  a  redemption  fund, 
there  is  no  provision  for  the  redemption  of  the  notes. 
The  whole  sum  outstanding  amounts  to  1,055,000,000 
roubles,  and  against  this  the  government  holds  a  large 
stock  of  gold,  which  is  estimated  to  be  worth  more 
than  "f  500,000,000.  Nominally  all  this  is  behind  the 
paper  money,  but  only  a  portion  of  the  sum,  said  to 
be  500,000,000  gold  roubles,  is  allotted  to  the  bank. 

Although  the  stock  of  gold  is  not  a  fund  which  can 
be  drawn  on  at  will  by  the  holders  of  paper  roubles, 
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yd  the  possession  of  the  fuiul  enables  the  ;4o\  ernnienl 
to  prevent  serious  llucluations  in  the  currency,  and 
gold  is  supplied  for  the  needs  of  business,  when  it  is 
demanded. 

The  government  has  established  a  ratio  between  its 
paper  and  gold  at  the  ratio  of  66%  copecks  gold  for 
the  paper  rouble.  The  ide|^  of  this  was  to  give  a 
stability  to  the  currency,  and  it  has  been  effectual, the 
t^'o  roubles  circulating  side  by  side  at  the  agreed 
comparative  value.  The  government  receives  and 
accepts  the  paper  rouble  and  the  gold  at  the  price 
agreed,  and  this  allows  the  free  importation  of  gold 
when  the  money  market  is  stringent. 

The  government  has  accumulated  its  gold  reserve 
by  practically  confiscating  all  of  the  gold  which  comes 
into  the  empire.  This  has  given  some  financiers  the 
idea  that  the  resumption  of  specie  payments  is  ulti- 
mately likel}'.  If  it  is  done,  however,  it  will  not  be 
similar  to  the  resumption  of  specie  payments  in  the 
United  States.  The  roubles  will  be  paid  in  gold,  but 
they  will  be  paid  at  the  market  value.  At  this  rate, 
by  an  imperial  ukase,  paper  is  exchanged  for  gold, 
and  gold  is  exchanged  for  paper,  at  the  Bank  of  Rus- 
sia to-day. 

It  is  believed,  and  in  fact  it  has  been  foreshadowed 
in  a  way  that  makes  it  semi-official,  that  the  resump- 
tion of  specie  payments  is  to  be  brought  about  by  a 
new  system  of  coinage.  This  will  not  be  necessary, 
but  simply  have  the  effect  of  giving  permanence  to 
the  existing  state  of  affairs.  It  is  proposed  that  the 
gold  in  the  coin  correspond  to  the  value  of  the  paper 
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rouble,  which  will  be  the  actual  standard,  as  it  is  to-day, 
in  Russia.  In  place  of  the  present  Imperial,  or  ten- 
rouble  piece,  containing  116.  i  grains  of  pure  gold  and 
worth  $7.72  of  our  money,  anew  Imperial  or  ten- 
rouble  piece  will  be  issued  which  will  contain  77.42 
grains  of  gold  and  be  worth  $5. 15  in  our  money.  There 
will  be  no  change  made  in  the  silver  rouble,  which  at 
present  contains  308.571  grains  of  silver  (900-thou- 
sandths  fine).  This  silver  rouble  will  be  received  by 
the  Exchequer  to  any  amount  except  in  custom  dues. 
It  is  proposed  to  limit  it  as  a  legal  tender  to  50  roubles 
between  private  persons,  but  that  has  not  been  defi- 
nitely determined  and  upon  it  depends  the  great  ques- 
tion of  whether  Russia  shall  go  on  a  gold  or  a  bime- 
tallic basis. 

There  is  little  doubt  that  such  a  resumption  could 
be  accomplished,  as  against  1,000,000,000  roubles 
outstanding  in  notes  the  bank  holds  500,000,000 
roubles  in  gold.  Re-coined  on  the  proposed  basis, 
this  would  be  750,000,000  roubles  or  a  seventy-five 
per  cent  metallic  fund.  The  silver  holdings  are  very 
small. 

As  a  part  of  this  plan  it  is  proposed  that  the  bank 
be  given  the  right  to  note  issue  without  the  interfer- 
ence of  the  government,  the  Treasury  surrendering 
its  right.  The  bank  will  remain  a  bureau  of  the  gov- 
ernment and  will  have  behind  it  the  credit  of  the  state. 

Under  the  new  system  of  coinage  the  bank  would 
hold  750,000,000  roubles  in  gold,  which  would  be  held 
as  follows:  A  gold  reserve  of  400.000.000  roubles 
against  800,000,000  roubles  paper;  and  200,000,000 
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gold  against  the  rcniaiiiing  200,000,000  of  notes  or 
any  part  of  it.  This  would  be,  in  effect,  that  the  bank 
would  keep  one-half  coin  reserve  for  its  notes  up  to 
800,000,000  roubles,and  above  that  would  keep  a  gold 
rouble  for  each  paper  rouble  outstanding. 

Even  under  this  policy  the  complete  retirement  of 
the  paper  currency  of  Russia  is  a  long  way  off,  and 
very  few  Russian  statesmen  regard  that  complete  re- 
tirement as  advisable. 

GRAND  DUCHY  OF  FINLAND. 

The  Grand  Duchy  of  Finland  has  a  separate  state 
bank  which  is  the  sole  bank  of  circulation.  Its  capi- 
tal is  fixed  at  10,000,000  Finnish  marks.  It  is  guaran- 
teed and  supervised  by  the  government,  being  gov- 
erned by  four  deputies  named  by  the  deputies  of  the 
states,  together  with  managers  appointed  by  the  Em- 
peror. Its  circulation  is  not  allowed  to  exceed  35,- 
000,000  marks,  except  upon  deposits  of  coin,  and  the 
total  amount  of  cash  and  bullion  in  the  bank  is  fixed 
at  not  less  than  20,000,000  marks.  Its  circulation  in 
1896  was  55,000,000  marks. 


CHAPTER  VII. 

IMPERIAL  BANK  OF  GERMANY  AND  OTHER  GERMAN 

BANKS. 

To  Bismarck's  desire  to  centralize  the  government 
of  the  various  states  of  the  empire  into  one  strong 
government  is  largely  due  the  banking  system  of 
Germany  as  it  now  exists.  Before  the  close  of  the 
Franco-German  war  each  state  had  its  own  banking 
system,  and  most  of  the  banks  were  allowed  to  issue 
notes  according  to  regulations,  which  varied  from 
state  to  state  and  which  resulted  in  notes  being  cur- 
rent only  in  the  neighborhood  where  they  were  issued. 
The  establishment  of  German  unity  was  followed  by 
the  demand  for  a  general  banking  law,  and  the  estab- 
lishment of  a  note  currency  which  would  be  good 
throughout  the  empire.  After  some  discussion  the 
act  of  March  14,  1875,  was  passed,  by  which  the  Im- 
perial Bank  was-  created,  using  the  Bank  of  Prussia 
as  its  basis.  It  was  granted  the  nearest  possible  ap- 
proach to  a  monopoly  of  the  note  issues,  with  the  same 
system  for  the  gradual  abolition  of  the  issues  of  other 
banks  and  the  ultimate  concentration  of  the  power  of 
note  issue  in  its  hands  that  exists  in  England  in  the 
case  of  the  Bank  of  England.  Under  the  law  an  Im- 
perial Bank  was  established,  with  an  uncovered  issue 
of  250,000,000  marks,  and  thirty-three  banks  then  ex- 
isting were  recognized  as  possessing  the  rights  of  un- 
covered issues  to  an  extent  not  exceeding  135,000,000 
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marks.  Tims  liismarck  liopcd  to  bring  al)out  a  uni- 
fication of  the  note  currency  of  the  empire, and  twenty- 
seven  of  the  thirty-three  banks  have  since  discontin- 
ued their  circulation. 

By  the  law  of  1875  Bismarck  provided  for  complete 
control  by  the   government  of  the  operations  of  the 
bank.    ^Although  a  private   institution  in  its  owner- 
ship, all  of  the  stock  being  supplied  by  private  means, 
it  is  a  public  institution  in  its  management.    The  cap- 
ital stock  is  120,000,000  marks,  divided   into  40,000 
shares  of  3,000  marks  each  in  value,  which  was  raised 
from  private  means  without  the  participation  of  the 
empire  or  the  state.     In  spite  of  this  the  bank  is  ab- 
solutely the  creature  of  the  government.     The  control 
of  its  operation  is  invested  in  a  council,  composed  of 
the  chancellor  of  the   empire  and  four  curators,  one 
named  by  the  emperor  and  three  by  the  federal  coun- 
cil, the  stockholders  of  the  bank  not  being  represented 
in  the   council.     The  chancellor  of  the  empire  or  a 
substitute  named  by  him  has  entire  charge  of  the  ad- 
ministration of  the  bank,  and  issues  orders  to  all  of 
the  other  officers  and  employ(5s  of  the  bank,  w^hich 
orders  must  be  obeyed.    The  direct  administrative  au- 
thority of  the  bank  is  in  charge  of  a  board  of  directors 
composed  of  a  president  and  members  named  by  the  im- 
perial government  upon  the  nomination  of  the  federal 
council.      Although  the  18,190  employes  of  the  bank 
are  paid  by  the  bank, they  are  treated  in  every  respect 
as  government  employes,  and  pensions  and  benefits 
are  voted  to  the  families  of  deceased  employes.     In  a 
w^ord,  the  bank  is  controlled  by  the  government  ab- 
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solutely  and  the  stockholders  merely  pay  the  bills  and 
receive  the  profits. 

As  a  matter  of  fact,  not  all  of  the  profits  go  to  the 
stockholders.  These  must  be  divided  with  the  gov- 
ernment. A  statute,  passed  in  1889,  allows  the  share- 
holders to  receive  a  dividend  of  3^  per  cent  or  less 
from  the  profits  without  any  division  with  the  govern- 
ment. When  the  profits  are  above  3^  per  cent,  20 
per  cent  of  the  remainder  is  shared  equally  between 
the  stockholders  and  the  government,  until  the  por- 
tion of  the  shareholders  shall  reach  6  per  cent.  When 
they  are  in  excess  of  this  amount  the  government  re- 
ceives three-fourths  of  the  surplus  and  the  other  fourth 
is  divided  among  the  stockholders.  The  dividend 
declared  under  this  new  law  in  1894 was 6.26 percent 
to  the  shareholders  and  more  than  half  as  much  to  the 
government. 

Should  the  imperial  government  wish,  it  may  acquire 
the  franchise  of  the  bank  by  giving  one  year's  notice 
of  its  intention  before  the  expiration  of  the  franchise. 
The  charter  expired  in  1891,  when  it  was  renewed  for 
ten  years. 

The  Imperial  Bank  was  allowed  by  the  act  of  1875 
to  issue  uncovered  note;^  to  the  amount  of  250,000,- 
000  marks,  against  which  there  need  be  no  coin  in  re- 
serve. The  bank  is  also  allowed  to  issue  notes  in 
proportion  to  its  business  needs,  but  against  these 
issues  there  must  he  held  cash  or  equivalent  to  the 
amount  of  one-third.  The  total  value  of  the  notes 
outstanding  February  6,  1897,  was  1,009,959,000 
mcirks.     The  cash  reserve   may  consist  of   German 
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currency,  gold  of  any  kind  or  imperial  treasury  bonds. 
Two-thirds  of  the  circulation  not  covered  by  the  cash 
reserve  are  required  to  be  covered  by  bills  of  ex- 
change maturing  in  not  more  than  three  months,  and 
bearing  two  solvent  names.  The  notes  are  therefore 
issued  against  the  general  assets  of  the  bank,  which 
are,  however,  wholly  within  its  control  and  are  not 
set  aside  as  a  reserve  for  security ;  nor  are  the  notes 
of  a  prior  lien.  The  idea  is  that  if  the  bank  is  gen- 
erally sound,  its  note  issues  are  secure. 

The  law  fixing  the  limit  of  authorized  uncovered  cir- 
culation at  250,000,000  marks,  provided  that,  as  the 
thirty-three  existing  smaller  banks  should  surrender 
their  circulation,  the  amount  of  the  circulation  might 
be  assumed  by  the  Imperial  Bank.  This  addition  has 
increased  the  circulation  by  43,400,000  marks,  mak- 
ing a  total  of  293,400,000  marks. 

These  rules  have  an  exception,  which  supplies  an 
elasticity  to  the  currency.  The  legal  limit  of  note 
issue  without  metallic  reserve  may  be  exceeded  upon 
the  payment  of  a  tax  at  the  rate  of  5  per  cent  a  year 
on  the  excess  of  circulation.  Weekly^  reports  are 
made  to  the  government,  and  when  an  excess  of  note 
issues  above  the  limit  is  shown  a  tax  of  five-forty- 
eighths  per  cent  is  at  once  assessed,  w^hich  represents 
the  tax  for  a  single  week  at  the  rate  of  5  per  cent. 

This  provision  gives  great  elasticity  to  the  currenc}'. 

henever  the  stringency  of  the  money  market  is  suffi- 
cient to  carry  the  current  discount  rates  above  5  per 
cent,  increased  note  issues  result  to  meet  the  demand, 
but  as  soon  as  the  money  market  becomes  easier  the 
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notes  are  quickly  retired  by  the  bank.  This  resuUs 
in  an  automatic  contraction  and  expansion  of  the  cur- 
rency in  accordance  with  the  needs  of  trade,  which 
has  assisted  the  German  merchants  to  tide  over  many 
a  commercial  crisis,  the  circulation  being  always  with- 
in the  requirements  of  business. 

Thes^  over-issues  of  notes  have  occurred  from  time 
to  time  and  have  always  resulted  in  immediate  bene- 
fit to  the  commercial  condition.  Financial  stringency 
was  first  relieved  in  this  way  in  December,  1881, 
twice  in  the  latter  part  of  1882,  three  times  in  1889, 
and  twice  in  1890  and  1893,  when,  largely  on  this 
account,  Germany  was  comparatively  prosperous, 
while  most  of  the  rest  of  the  world  was  suffering.  In 
1894  there  was  no  excess  of  circulation  above  the 
limit,  but  for  several  months  during  1895  and  1896 
the  circulation  was  above  the  limit. 

Bank  notes  in  Germany  may  not  be  of  a  lower  de- 
nomination than  100  marks  ($23.80).  This  results 
in  the  circulation  of  specie  in  all  small  transactions. 
The  Imperial  Bank  at  Berlin  must  redeem  its  notes 
on  demand,  but  when  the  funds  on  hand  do  not  justify 
it,  the  local  branches  may  refuse  redemption.  These 
branches  exist  in  nearly  every  part  of  the  empire,  the 
number  having  increased  from  207  in  1876  to  276  in 
1895.  The  bank  bills  are  not  a  legal  tender  between 
individuals, and  the  law  declares  that  ''there  exists  no 
obligation  to  accept  bank  bills  for  payments  which  are 
legally  due  in  specie." 

The  government  looks  to  the  Imperial  Bank  to 
keep   Germany  on  a  gold   basis.     Since   1876,    the 
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Rcichsbank  has  bought  2,119,000,000  marks' worth 
of  gold,  its  supply  having  been  increased  until,  in 
1895,  it  had  enough  gold  to  cover  60  per  cent  of  its 
notes,  although  the  law  required  to  have  only  33^  in 
metal,  which  may  be  gold  or  silver. 

The  Imperial  Bank,  like  those  of  other  countries, 
makes  most  of  its  profit  by  discount,  the  rate  averag- 
ing slightly  in  excess  of  4  per  cent  since  the  organi- 
zation of  the  bank.  The  variations  are  frequent  during 
the  year.  The  bank  also  does  a  deposit  business,  but 
since  1879  it  has  paid  no  interest.  The  other  banks 
usually  pay  from  i  to  2  per  cent,  according  to  the 
condition  of  the  money  market,  on  deposits  to  be 
withdrawn  without  notice,  while  higher  rates  are  paid 
on  deposits  which  cannot  be  withdrawn  without  greater 
notice. 

Demands  have  often  been  made  by  the  German  so- 
cialists that  the  Imperial  Bank  assist  the  small  trades- 
men and  the  farmers,  and  this  has  been  done  to  some 
extent,  but  not  sufficiently  to  satisfy  the  socialists. 
This  is  because  the  bank  is  riot  able,  under  the  law, 
to  advance  long  credits.  The  small  tradesmen,  arti- 
sans and  farmers  hence  have  recourse  to  co-operative 
associations.  These  are  called  Schulze-Delitzch  as- 
sociations and  their  members  comprise  the  smaller 
business  men,  farmers  and  mechanics.  They  are  vir- 
tually small  banks  which  discount  paper  on  long  time, 
and  by  their  successive  rediscounts  the  paper  fre- 
quently reaches  the  Imperial  Bank.  The  Imperial 
Bank  makes  loans  to  the  associations,  and  President 
Koch,  of  the  Imperial  Bank,  at  the   annual   meeting 
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in  1895,  Stated  that  the  associations  having  connection 
with  the  banks  contained  502.451  members  and  they 
had  at  their  disposal  60,000,000  marks  of  the  funds  of 
the  bank. 

The  regulations  of  the  currency  made  by  the  gov- 
ernment were  designed  for  the  purpose  of  forcing  the 
other  banks  to  abandon  note  issues.  They  were 
obliged  not  only  to  conform  to  the  regulations  govern- 
ing the  Imperial  Bank,  but  their  note  issues  were  so 
hemmed  in  by  conditions  that  they  were  practically 
available  only  for  circulation  within  their  immediate 
territory.  Sixteen  banks  continued  in  business  under 
the  new  regime.  Their  authorized  uncovered  circu- 
lation amounted  to  111,125,000  marks,  but  the  ab- 
sorption of  their  issues  has  proceeded  rapidly  within 
recent  years.  Only  seven  banks  besides  the  Imperial 
Bank  were  still  in  existence  at  the  beginning  of  1896. 
These,  with  the  limit  of  their  issues,  were  as  follows : 
Bavarian,  70,000,000  marks;  Baden,  27,000,000 
marks ;  Brunswick,  10, 500,000  marks  ; Frankfort  Bank, 
34,285,000  marks;  Bank  of  Southern  Germany,  36,- 
981,000  marks,  and  Wurtemberg  Bank,  25,714,200 
marks.  Bavaria  owns  shares  in  the  Bavarian  Bank 
to  the  amount  of  2,500,000  marks.  All  of  the  private 
banks  are  under  the  direction-  of  the  chancellor. 

The  German  government  has  notes  of  its  own  in 
circulation.  There  is  an  imperial  '^  war  chest"  at  Span- 
dau,  containing  120,000,000  marks  of  gold.  Against 
this  there  are  in  circulation  an  equal  amount  of  treas- 
ury notes,  regarded  as  a  permanent  issue.  They 
are,  to  all  intents  and  purposes,  irredeemable  gold 
certificates. 
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On  January  6,  1896,  the  circulation  and  metallic  re- 
serve of  the  German  banks  was  as  follows,  in  marks : 

Circulation.  Metallic  Reserve. 

Imperial  Bank 1,078,268,000  923,681,000 

Frankfort  Bank 14,085,000  4,884,000 

Bavarian  Bank 67,793,000  31,572,000 

Saxon   Bank 50,438,000  24,971,000 

Wurtemberg  Bank —  20,911,000  9,695,000 

Baden  Bank 16,037,000  5,879,000 

South  German  Bank..  13,646,000  4,732,000 

Brunswick    Bank....  2,970,000  772,000 

The  Imperial  Bank's  statement  for  February  6, 
1897,  showed  a  circulation  of  1,009,959,000  marks, 
with  gold  holdings  of  885,686,000  marks. 


CHAPTER  VIII. 

THE    AUSTRO-HUNGARIAN    BANK. 

The  notes  of  the  Austro-Hungarian  Bank  form  the 
chief  circulating  medium  of  Austria  and  Hungary. 
The  bank  enjoys  a  monopoly  of  note  issue,  and  of  the 
esthnated  amount  of  money  in  circulation  on  Decem- 
ber 31,  1895,  bank  notes  formed  679,854,140  florins, 
government  notes  amounted  to  157,136,108  florins, 
and  silver  to  133,450,225  florins.  There  is  no  gold 
in  circulation,  although  Austria  became  a  gold  standard 
country  by  the  law  of  August  2,  1892.  Silver,  state 
notes  and  bank  notes  are  all  legal  tenders.  The  na- 
tional treasury  holds  94,777,268  florins  in  gold,  while 
the  amount  on  deposit  in  the  Austro-Hungarian  Bank 
is  244,091,527  florins,  together  with  48,525,948  florins 
in  gold  bonds.  The  state  notes  are  being  gradually 
redeemed,  250,000,000  florins  having  been  retired 
during  the  past  few  years. 

It  will  thus  be  seen  that  the  Austro-Hungarian  Bank 
is  a  much  more  important  financial  institution  than  the 
government  itself.  In  return  for  its  privileges,  it  is 
required  to  perform  many  services  for  the  state,  but 
it  is  not  a  government-owned  institution,  its  stock  be- 
ing held  by  private  individuals.  The  bank  transacts 
the  general  banking  business  of  the  government,  floats 
all  government  loans,  discounts  drafts  of  the  depart- 
ment of  finance,  and  performs  various  duties  for  the 
government.     The  state's  supervision  is  by  means  of 
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two  comptrollers,  one  of  whom  is  appointed  by  Aus- 
tria and  the  other  by  Hungary.  They  are  required 
to  examine  into  the  condition  of  the  bank  from  time 
to  time  and  report  to  the  government.  They  are  re- 
quired to  be  present  at  all  meetings  of  the  directors 
and  have  the  right  to  veto  any  action  taken  by  the 
bank,  of  which  they  may  not  approve.  The  governor 
of  the  bank  is  appointed  by  the  Emperor  on  joint  rec- 
ommendation of  the  ministers  of  finance  of  the  two 
countries.  The  taxes  paid  are  at  the  same  rate  as  by 
other  commercial  or  financial  institutions  and  stock 
associations.  There  is  no  tax  on  circulation,  except 
that  there  is  a  provision  that  when  its  uncovered  notes 
exceed  200,(X)0,ooo  florins  it  must  pay  5  per  cent  on 
the  surplus.  This  is  similar  to  the  German  plan  and 
is  intended  to  answer  the  same  purpose  of  giving  elas- 
ticity to  the  currency. 

By  the  charter  of  1878,  the  capital  stock  was  fixed 
at  90,000,000  florins,  and  it  is  divided  into  150,000 
shares.  The  authorized  circulation  was  placed  at 
200,000,000  florins.  Two-fifths  of  the  amount  of 
notes  issued  must  be  covered  by  coin,  or  else  by  cer- 
tificates and  matured  coupons  of  the  Austrian  and 
Hungarian  debts.  The  remaining  three-fifths  of  the 
circulation  is  required  to  be  covered  by  first-class  com- 
mercial paper,  by  securities  deposited  for  advances, 
by  the  coupons  of  mortgages  matured  and  payable,  or 
by  mortgage  bonds  of  the  bank.  In  addition  to  the 
ordinary  reserve  fund,  there  is  another  additional  re- 
serve fund  which  corresponds  to  the  surplus  of  Ameri- 
can banks ;  when  this  latter  fund  reaches  20  per  cent 
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of  the  capital  it  can  not  be  further  augmented,  but 
the  pension  fund  for  retired  employes  must  then  be 
increased  by  the  addition  of  5  per  cent  of  the  accumu- 
lated profits  of  the  year.  The  balance,  if  any,  is 
added  to  what  is  called  the  accumulated  surplus. 

Notes  may  not  be  issued  for  a  smaller  sum  than  10 
florins,  the  government  issuing  those  of  lower  denom- 
inations. The  notes  are  a  legal  tender,  but  are  re- 
quired to  be  redeemed  within  twenty-four  hours  under 
penalty  of  a  forfeiture  of  the  bank's  franchise. 

Branch  offices  are  maintained  by  the  bank  in  all 
the  principal  cities  of  the  empire.  Deposits  are  not 
received  by  the  bank  subject  to  check,  but  of  course 
it  loans  money.  Loans  on  real  estate  may  not  be 
granted  for  a  greater  sum  than  50  per  cent  of  its  value, 
but  there  is  no  restriction  upon  other  loans. 

The  bank  has  been  very  well  managed.  Since  its 
establishment  the  premium  on  gold  has  gradually  dis- 
appeared, and  it  is  believed  that  in  course  of  time,  if 
the  peace  of  Europe  is  maintained,  gold  will  begin  to 
circulate.  In  preparation  for  that  event  the  Bank  of 
Austria  has  steadily  increased  its  holdings  of  the  yel- 
low metal.  After  the  adoption  of  the  gold  standard 
in  1892,  the  importation  of  gold  into  the  empire  was 
begun,  but  was  checked  by  the  panic  of  1893,  whose 
effect,  being  felt  in  Germany,  had  the  result  of  in- 
creasing the  rate  of  exchange  and  prevented  restora- 
tion of  the  parity  between  gold  and  paper.  But  the 
premium  on  gold  had  entirely  disappeared  by  August, 
1896.  The  coining  of  the  gold  has  gradually  in- 
creased, but  has    been   principally   absorbed  by   the 
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bank  and  the  government's  own  reserve,  and,  while 
the  gold  has  not  been  put  into  circulation,  the  effect 
of  the  large  holdings  of  the  metal  by  the  bank  has 
been  to  restore  confidence  in  the  ability  of  the  gov- 
ernment and  the  bank  always  to  furnish  gold  when 
demanded. 

An  increase  in  the  business  of  the  bank  is  shown 
by  its  report  for  1896,  the  volume  of  transactions  hav- 
ing increased  from  2,532,289,026  florins  in  1895  to 
2,597,697,035  florins  in  1896.  The  gold  holdings  on 
December  31,  1896,  were  302,139,591,  against  244,- 
091,527  florins  on  December  31,  1896.  The  outstand- 
ing circulation  of  bank  notes  was  659,726,360  florins 
at  the  end  of  the  year  1896. 

Arrangements  are  now  being  made  by  the  Austrian 
and  Hungarian  finance  department  for  the  retirement 
of  the  government  notes.  For  the  redeeming  of  these 
notes,  which  amount  to  157,000,000  florins,  Austria 
will  be  responsible  for  two-thirds  and  Hungary  for 
one-third.  The  notes  of  the  state  will  be  replaced  by 
80,000,000  florins  of  bank  notes  in  the  denomination 
of  ten  crowns  and  the  rest  in  silver  coins  of  five  crowns 

each. 

it 

The  present  charter  of  the  Austro-Hungarian  Bank 
will  expire  with  the  end  of  the  year  1897.  Negotia- 
tions are  now  going  on,  between  the  government  of 
the  two  nations  and  the  bank,  looking  towards  a  re- 
newal of  the  charter.  The  government  demands  that 
it  be  given  even  greater  power  of  intervention  in  the 
affairs  of  the  bank,  but,  as  these  would  result  in 
making  the  bank  wholly  a  government  institution  with 
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the  exception  that  the  shareholders  would  get  the 
protits,  the  bank  officials  and  stockholders  are  not  dis- 
posed to  agree.  One  thing  insisted  upon  by  the  gov- 
ernment is  the  right  to  fix  the  rate  of  discount.  The 
bank  proposes  to  give  the  government  one-half  of  the 
profits  between  4  and  6  per  cent  and  one-third  in  ex- 
cess of  6  per  cent.  More  than  this  the  bank  is  not 
willing  to  concede.  At  present  the  government  has 
no  share  of  the  profits. 


CHAPTER  IX. 

BANKING     IN     ITALY. 

Although  banking  had  its  origin  in  Italy — either 
in  II 56,  when  the  Bank  of  Venice  negotiated  forced 
loans  which  were  converted  into  perpetual  annuities 
pacing  an  annual  interest,  or  in  1587,  when  the  actual 
business  of  deposit  banking  with  the  issue  of  circulat- 
ing notes  was  begun  by  the  same  bank — Italian  bank- 
ing is  in  perhaps  a  more  chaotic  state  than  banking  in 
any  other  country.  The  present  system  dates  from 
1893,  when,  through  the  thefts  of  the  bank  officials 
and  the  connivance  of  corrupt  government  officials, 
the  system  became  rotten.  Even  now  it  is  not  re- 
garded as  definitely  established  on  a  firm  basis,  and  a 
proposition  is  at  this  date  (March,  1897)  pending  in 
the  Italian  parliament  to  separate  the  issue  and  bank- 
ing departments  of  the  banks  in  accordance  with  the 
Bank  of  England  method.  Security,  however,  is 
more  likely  to  come  from  confidence  in  the  integrity 
of  the  officials — a  confidence  that  can  only  result  from 
the  officials  proving  that  they  are  worthy  of  it. 

The  condition  of  Italian  banking  is,  however,  very 
bad.  It  was  found  in  1893  that  the  securities  upon 
which  the  bank  circulation  rests  consist  in  a  large 
proportion  of  bad  debts,  together  with  property  that 
cannot  be  quickly  converted  into  cash.  Since  then 
the  laws,  passed  as  a  result  of  that  experience,  do  not 
seem  to  have  taught  the   banks   wisdom.      In  June, 
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1896,  the  Bank  of  Naples  exceeded  the  legal  limit  of 
its  circulation  by  9,472,000  lire,  for  which  it  has  since 
made  amends. 

These  have  served  to  depreciate  the  value  of  the 
bank  notes,  and  gold  has  been  at  a  premium  of  7 
per  cent  for  the  last  three  years.  This  has  been  com- 
plicated by  government  issues  of  paper  money.  There 
are  now  492,000,000  lire  of  government  notes  in  cir- 
culation in  addition  to  the  1,088,500,000  lire  of  bank 
notes  which  were  in  circulation  in  July,  1896.  These 
government  issues  have  been  increased  recentl}^  by 
110,000,000  lire, chiefly  in  one  and  tw^o  lire  notes  (the 
lire  is  w^orth  19  cents),  based  upon  the  metal  in  the 
treasury.  Against  these  492,000,000  lire  there  are 
bonds  and  about  250,000,000  of  gold  and  silver  held. 
in  the  treasury.  Specie  payments  have  been  sus- 
pended. 

Three  banks  in  Italy  are  now  allowed  to  issue  notes. 
These  are  those  which  have  survived  commercial  cri- 
ses, bad  management  and  changes  in  government. 
These  three  banks  are  the  Bank  of  Italy  (formed  by 
the  fusion  of  the  tw^o  Tuscan  banks  wdth  the  Bank  of 
Italy),  and  the  Bank  of  Naples  and  Bank  of  Sicily. 
None  is  a  national  bank  in  the  sense  of  being  owned 
or  controlled  by  the  government.  Before  the  law^  of 
August  10,  1893,  there  w^ere  six  banks  authorized  to 
issue  notes.  The  Bank  of  Italy,  which  absorbed  the 
two  Tuscan  banks,  began  business  under  its  new  char- 
ter on  January  i,  1894.  and  the  Roman  bank  passed 
out  of  existence.  The  capital  prescribed  for  the  Bank 
of  Italy  by  the  act  of  August,  1893,  was  300,000,000 


92 


BANKlAt.   I.N    ITALY 


lire,  but  this  was  afterward  reduced  to  270,000,000 
lire.  The  capital  of  the  banks  of  Sicily  and  Naples 
is  not  determined  by  law. 

The  Bank  of  Italy's  circulation  is  more  than  twice 
as  <rreatasthat  of  the  other  two  banks  combined.  Al- 
though  not  under  government  control,  its  statutes  must 
be  approved  by  the  government,  and  the  government 
also  approves  the  nomination  of  the  director-general 
of  the  bank.  The  statutes  of  the  other  banks  must 
also  be  approved  by  the  government,  which  has  the 
power  to  modify  their  charter  at  its  will,  and  as  the 
banks  exist  only  by  virtue  of  legislation  the  govern- 
ment has  the  power  to  create  new  banks  of  issue. 
Three  times  during  each  month  the  banks  must  trans- 
mit statements,  of  their  transactions  to  the  ministry  of 
the  treasury.  There  is  also  in  the  ministry  of  the 
treasury  a  central  office  of  inspection  of  the  circulation 
of  banks  of  issue,  intrusted  with  the  duty  of  requir- 
ing exact  observance  of  law  by  the  banks  and  com- 
pliance with  the  conditions  upon  which  they  are  al- 
lowed to  issue  notes. 

The  banks  of  issue  have  the  right  to  discount,  at 
the  rate  of  exchange,  for  not  more  than  four  months, 
with  signatures  of  at  least  two  parties,  unquestion- 
ably solvent ;  on  the  ordinary  bonds  of  the  treasury ; 
on  secured  notes  emitted  by  societies  of  wholesale 
trades  legally  constituted  and  having  unincumbered 
deposits;  on  the  grant  of  titles  on  which  the  bank 
can  draw  advances.  Or  it  can  make  advances  for  not 
more  than  six  months  on  state  bonds  for  four-fifths  of 
the  current   market  value ;  on  ordinary   bonds  of  the 
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treasury  for  their  entire  value ;  on  titles  guaranteed  by 
the  state  on  bills  of  funded  banks  of  credit ;  on  titles 
payable  in  gold  emitted  or  guaranteed  by  foreign 
states  for  three-fourths  of  their  market  value ;  and  on 
various  staple  products  of  the  nation  for  a  certain  pro- 
portion of  their  value.  The  operations  upon  which 
these  loans  can  be  effected  are  on  condition  that  the 
amount  of  notes  issued,  by  means  of  which  they  are 
transacted,  do  not  exceed  the  limit  established  for  the 
circulation  of  each  bank. 

This  limit  of  circulation  is  as  follows :  Batik  of 
Italy,  800,000,000 lire;  Barfkof  Naples,  242,060,000, 
and  Bank  of  Sicily,  55,000,000,  a  total  of  1,097,000,- 

000  lire.  This  circulation,  which  is  allowed  in  the 
interest  of  commerce,  is  distinct  from  that  allowed  for 
advances  to  the  treasury,  which  can  amount  to  as 
much  as  135,000,000  lire.  The  circulation  is  secured 
by  a  metallic  reserve  which  must  not  be  less  than  40 
per  cent  and  three- fourths  of  which  must  be  in  gold. 

On  the  circulation  on  account  of  trade  the  state  ex- 
acts a  tax  of  I  per  cent  a  year  for  the  four  years  fol- 
lowing the  act  of  1893;  when  the  liquidation  of  the 
real  estate  held  by  the  banks  shall  have  been  begun,  the 
tax  shall  be  reduced  to  a  fifth  of  the  average  rate  of 
discount,  in  the  six  months  to  which  the  taxed  circula- 
tion belongs,  on  condition  that  the  tax  shall  not  exceed 

1  per  cent.  Whenever  the  circulation  exceeds  the 
normal  limits,  and  when  the  excess  is  guaranteed  by 
a  metallic  reserve  of  40  per  cent,  the  surplus  circulation 
is  liable  to  a  tax  equivalent  to  two-thirds  of  the  rate 
of  discount,  but  when  the  extra  circulation  is  entirely 
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covered  by  the  reserve,  it  is  not  liable  to  the  tax.  Be- 
yond this,  and  to  the  amount  of  90,cx)0,ooo  lire  for 
the  Bank  of  Italy,  28,000,000  lire  for  the  Bank  of 
Naples  and  7,000,000  lire  for  the  Bank  of  Sicily,  the 
surplus  is  liable  to  a  tax  equivalent  to  the  entire  amount 
of  the  rate  of  discount.  Beyond  these  sums,  or  if  the 
reserve  be  not  maintained,  the  circulation  would  be 
liable  to  a  tax  of  double  the  rate  of  discount. 

The  Treasury  receives  advances  of  100,000,000  lire 
from  the  Bank  of  Italy,  28,000,000  lire  from  the  Bank 
of  Naples  and  7,000,000  lire  from  the  Bank  of  Sicily. 
On  this  the  treasury  pays  the  banks  i  ^  per  cent  in- 
terest and  the  banks  can  issue  circulation  to  the  amount 
of  the  advances  without  tax,  providing  a  gold  reserve 
of  one-third  is  maintained  against  it. 

The  aim  of  the  government  is  to  compel  the  banks 
to  reduce  their  circulation,  and  the  law  provides  that, 
beginning  in  1898,  the  banks  must  begin  and  continue 
to  reduce  their  circulation  by  a  proportional  annual 
quota  in  such  manner  that  after  fifteen  years  from  the 
enforcement  of  the  law  of  1893  the  circulation  shall 
be  within  the  following  limits:  Bank  of  Italy,  630,- 
000,000  lire ;  Bank  of  Naples,  190,000,000  lire ;  Bank 
of  Sicily,  44,000,000  lire.  The  bank  that  does  not 
then  possess  capital  or  assets  to  one-third  of  the  amount 
of  its  circulation  must  reduce  the  circulation  propor- 
tionately. The  law  provide  that  the  bills  now  in  cir- 
culation shall  cease  to  be  a  legal  tender  after  Decem- 
ber 31,  1897,  and  shall  be  no  longer  redeemable  after 
December  31,  1902. 

The  chaotic  condition  of  the  Italian  banking  system. 
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to  which  reference  was  made  at  the  beginning  of  this 
chapter,  was  due  to  the  exposures  made  in  1893  of 
the  willful  violation  of  the  law  by  the  banks  with  the 
connivance  of  public  Officials,  which  ended  in  the  em- 
bezzlement of  2,000.000  lire  by  the  director  of  the 
Roman  branch  of  the  Bank  of  Naples.  The  excesses 
of  note  issues  had  been  distributed  among  politicians 
by  the  millions  of  lire,  which  had  been  done  by  means 
of  advances  upon  worthless  securities.  This  precipi- 
tated the  collapse  which  made  the  reorganization  nec- 
essary, and  the  redemption  of  the  Bank  of  Italy's  notes 
was  suspended.  The  depreciation  of  paper  money 
has  resulted  in  driving  much  of  the  specie  out  of  cir- 
culation. 

Under  the  system  now  in  existence,  the  banks  per- 
form many  services  for  the  masses.  The  Bank  of 
Naples  has  since  its  origin  conducted  the  pawnshops 
for  the  government.  Loans  for  agricultural  purposes 
may  be  made  by  the  banks,  and  this  policy  has  bene- 
fited Southern  Italy,  although  the  privilege  has  been 
used  but  sparingly.  The  banks  also  discount  the 
paper  of  the  "people's  banks,"  which  banks  endorse 
the  paper  of  their  clients,  who  are  mostly  small  farm- 
ers and  artisans.  Small  banks  have  increased  rapidly 
all  over  Italy,  as  a  result  of  this  policy.  The  Bank 
of  Italy  has,  since  February  i,  1895,  conducted  the 
provincial  business  of  the  government. 

On  September  20,1896,  the  condition  of  the  three 
banks  of  issue  was  as  follows,  in  lire : 


Reserve. 
Gold.  Silver. 


Bank  of  Italy 780,500,000       305,500,000     64,700,000 

Bank  of  Naples ....232,600,000        105,600,000     10,600,000 

Bank  of  Sicily 59,400,000         35,200,000       1,500,000 


CHAPTER  X. 

SCANDINAVIAN    B^NKS. 

Allied  by  their  language  and  by  their  adjacent 
situation,  there  is  much  similarity  between  the  mone- 
tary systems  of  the  Scandinavian  nations.  Their  coin- 
age system  is  uniform,  the  krone  being  the  standard 
in  each,  and  the  coins  of  one  state  circulate  freely  in 
each.  At  the  same  time  there  is  a  marked  difference 
between  the  banking  systems,  especially  as  regards 
note  issue.  In  Sweden  there  is  comparatively  free 
banking,  and  the  notes  of  the  government  bank  circu- 
late side  by  side  with  those  of  private  banks,  the  latter 
issuing  rather  more  than  one-half  of  the  paper  cur- 
rency. Norway  has  but  one  bank  of  issue,  which  is 
controlled  by  the  state,  while  Denmark's  only  bank 
of  issue  is  in  the  hands  of  private  parties.  The  notes 
of  all  banks  are  worth  par  and  they  pass  current  in 
all  three  countries. 

The  Sveriges  Riksbank,  or  National  Bank  of 
Sweden,  has  existed  since  1656.  It  is  famous  in  the 
history  of  banking  as  having  been  the  first  bank  to 
issue  bank  bills  as  paper  money  uncovered  by  coin 
reserve.  In  1668  the  bank  became  a  government  in- 
stitution, and  since  then  has  been  under  the  manage- 
ment of  the  state.  It  is  managed  by  seven  deputies 
appointed  by  the  legislative  body  of  the  kingdom, 
and  who  are  not  responsible  to  the  king.  The 
law  requires    that  it    must  have  a  capital  stock  of 
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25,000,000  kroner,  and  a  reserve  fund  of  5,000,000 
kroner  invested  in  safe  foreign  government  bonds. 
The  bank  is  allowed  to  issue  notes,  w^hich  are  made 
legal  tender  by  the  constitution.  These  notes  may 
be  issued  to  the  amount  of  the  capital  and  the  reserve 
(30,000.000  kroner)  plus  its  metallic  cash — which  in- 
cludes all  gold  coin  and  bullion  gold  of  whatsoever 
nation,  and  the  silver  coin  of  Sweden,  Denmark  and 
Norway — plus  its  gold  credits  in  foreign  banks  and 
current  accounts  in  foreign  banks.  Beyond  the  amount 
thus  permitted  the  bank  may  issue  at  most  45,000,000 
kroner  in  notes,  secured  by  easily  negotiable  foreign 
government  bonds,  Swedish  government  bonds,  and 
bills  payable.  The  government  bank,  which  should 
always  keep  a  metallic  cash  reserve  of  at  least  15,- 
000.000  kroner,  must  increase  this  cash  by  at  least  30 
per  cent  of  the  amount  by  which  the  notes  thus  issued 
exceed  35,000,000  kroner.  Gold  should  comprise 
four-fifths  of  the  metallic  cash.  The  actual  circulation 
is  much  within  the  limit. 

There  are  twenty-seven  private  banks  which  issue 
notes.  These  may  be  established  upon  receiving  per- 
mission from  the  government,  it  being  provided  that 
there  must  be  at  least  thirty  partners  in  the  bank  and 
that  no  charter  shall  be  originally  granted  for  a  longer 
term  than  ten  years.  The  capital  required  is  not  less 
than  1,000,000  kroner,  which  must  be  subscribed  by 
the  conjointly  responsible  partners.  For  consolidat- 
ing the  capital  stock  of  the  bank  the  partners  may  as- 
sociate with  themselves  shareholders,  whose  liability 
is  limited  to  the  total  aniount  of  their  shares.     These 
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last  are  called  silent  partners,  and  may  not  hold  more 
than  one-half  of  the  stock.  At  least  60  per  cent  of 
the  capital  stock  should  be  changed  into  capital  stock 
bonds,  of  which  at  least  one-half  should  consist  in 
easily  negotiable  interest-bearing  bonds,  and  the  rest 
in  mortgages  invested  in  landed  property  in  the  coun- 
try within  one-half  of  its  latest  appraised  value,  or  in 
city  real  estate  within  one-half  of  the  fire  insurance 
value  or  of  the  latest  fixed  appraised  value. 

Notes  issued  by  private  banks  or  left  in  circulation 
at  a  time  may  not  exceed  a  total  consisting  of  the 
amount  of  the  capital  stock  bonds  of  which  mention 
has  been  made,  plus  one-half  their  ':redit  and  metallic 
reserves,  less  gold  equal  to  ten  per  cent  of  the  capital. 
The  notes  are  redeemable  in  gold,  state  bank  notes 
not  being  a  legal  tender  for  this  purpose.  They  circu- 
late without  force  of  law.  Should  notes  not  be  cashed 
on  demand,  banking  business  shall  be  stopped  by  the 
offending  bank,  unless  it  be  shown  that  the  refusal 
was  due  to  a  casualty.  A  bank  is  also  closed  when 
its  losses  are  shown  to  be  as  great  as  the  reserve  fund 
and  10  per  cent  of  the  capital  stock.  Shareholders 
are  liable  proportionally  for  the  notes  of  a  closed 
private  bank. 

Under  the  system  the  private  banks  have  actually 
more  privileges  than  the  government  bank.  On  De- 
cember 31, 1895,  the  total  amount  of  bank  notes  and  bills 
of  the  National  Bank  was  56,737,254  kroner,  while 
the  private  banks  had  60.882,996  for  the  same  item. 
The  statements  at  that  time  showed  51,633,808  of  the 
assets  of  the  private  banks  to  be  in  mortgages,  and  as 
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the  coin  and  bullion  held  was  but  23,412,547  and  less 
than  10,000,000  kroner  was  in  gold,  it  will  be  seen 
that  the  use  of  mortgages  as  a  basis  of  circulation 
provides  for  a  larger  per  capita  circulation  than  would 
otherwise  exist.  Specie  to  the  amount  of  25,390,483 
was  held  on  that  date  by  the  National  Bank. 

The  inspection  and  control  of  private  banks  of  issue 
is  exercised  by  the  finance  department,  where  a  special 
section,  called  the  bank  office,  has  been  established 
for  the  purpose,  with  the  bank  inspector  for  its  chief. 
The  examiners  have  access  to  the  banks  at  all  times. 

In  the  working  the  Swedish  system  of  compara- 
tively free  banking  has  been  successful,  in  the  opinion 
of  the  citizens.  There  is,  however,  some  objection 
to  the  private  banks  of  issue  and  the  suppression  of 
their  note  issue  powers  has  been  proposed,  the  Na- 
tional Bank,  owned  by  the  government,  being  given 
a  monopoly.  There  is  a  strong  possibility  that  the 
advocates  of  transferring  the  entire  right  of  issuing 
notes  to  the  government  bank,  may  succeed. 

The  unlimited  credit  enjoyed  by  the  private  bank 
is  said  to  be  responsible  for  the  small  use  of  gold. 
There  is  only  1,000,000  kroner  of  gold  and  16,000,- 
000  of  silver  in  circulation. 

NORWAY. 

Norway  has  two  state  banks,  the  Norges  Bank 
(Bank  of  Norway)  and  the  Kongeriget  Norges  Hy- 
pjthek  Bank,  a  mortgage  bank.  The  Bank  of  Nor- 
way is  the  only  bank  which  is  allowed  to  issue  notes 
for  circulation.  The  bank  was  founded  in  18 14,  and 
the  capital  was  provided  by  a  tax  on  landed  property, 
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those  assessed  he'incr  given  stock  in  accordance  with 
their  payments.  At  the  present  time  the  government 
is  the  chief  shareholder,  and  in  that  way  controls  the 
bank  in  the  same  way  that  any  other  holder  of  a  ma- 
jority of  the  stock  would  control  a  bank.  This  con- 
trol was  acquired  when  the  amount  of  capital  .stock 
was  increased.  The  original  capital, provided  by  com- 
pulsory assessments  upon  landholders,  was  2,000,000 
specie  dollars.  This  has  been  gradually  increased  to 
10,000,000  kroner,  and  the  government  bought  its 
control. 

While  the  state  is  the  chief  owner  of  the  bank, 
its  management  is  kept  independent  of  the  treasury. 
The  control  is  vested  in  a  governing  board  of  fifteen 
representatives,  who  are  named  by  the  Storthing, 
but  the  actual  direction  of  the  bank  is  undertaken  by 
tive  directors  at  the  Central  Bank  at  Trondhjem  and 
three  at  each  of  the  twelve  branch  offices.  These  are 
also  appointed  by  the  Storthing.  The  president  of 
the  head  office  is,  however,  named  by  the  king. 

No  other  bank  is  given  the  authority  to  issue  notes, 
and  no  other  credit  paper  has  general  circulation. 
The  notes  are  a  legal  tender  in  the  kingdom.  The 
limit  of  its  note  issue  is  fixed  at  twice  the  reserve,  of 
which  one-third  may  be  deposits  in  foreign  banks. 
The  circulation  on  December  31,  1895,  was  50,970.- 
375  kroner,  and  the  metallic  reserve  was  18,833,311. 
The  total  capital  and  reserve  was  36,759,465  kroner. 

At  one  time  the  experiment  of  note  issues  on  land 
was  tried  by  the  Bank  of  Norway.  The  bank  had 
been  founded  originally  for  the  improvement  of  agri- 
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culture,  and  the  loaning  of  mone\'  to  landholders  was 
intended  as  its  most  important  feature,  the  discounting 
of  commercial  bills  to  be  a  secondary  matter.  Hence 
steps  were  immediately  taken  to  loan  money  on  land, 
which  loans  were  supplied  by  hote  issues  to  an  amount 
not  exceeding  two-thirds  of  the  valuation.  Five  per 
cent  of  the  money  thus  advanced  was  to  be  returned 
annually  in  addition  to  the  interest.  This  paper  cur- 
rency based  on  land  was  not  maintained  at  par  with 
the  metallic  currency.  In  1822  the  notes  of  the  bank 
were  worth  only  53  per  cent  of  their  face  value, 
187.50  kroner  in  paper  be ini^  worth  100  kroner  in  sil- 
ver. A  law  was  passed  by  the  Storthing  providing 
that  190  kroner  in  paper  should  be  redeemed  in  100 
kroner  in  silver.  Since  then  the  value  of  the  notes 
has  gradually  risen,  and  they  have  been  worth  par  for 
years. 

Gold  is  very  little  used  as  currency.  There  is  but 
400,000  kroner  in  circulation,  almost  all  payments, 
except  for  small  debts,  being  made  in  bank  notes. 

The  demand  for  mortgage  loans  led  to  the  establish- 
ment of  the  Kongeriget  Norges  Hypothek  Bank  in 
1852.  Its  capital  is  furnished  by  the  state, and  in  1893 
the  loans  on  mortgages  amounted  to  95,412,469. 

NATIONAL  BANK  OF    DENMARK. 

Denmark,  like  Norway,  has  but  one  bank  of  issue. 
Unlike  the  Norwegian  bank,  the  Danish  bank  is  in 
the  hands  of  private  persons,  although  the  Minister  of 
Justice  is  in  charge  of  its  affairs.  Established  in  1818. 
the  bank  was  the  successor  of  the  state  bank  which  had 
been  created  by  the  government  five  years  previously 
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to  restore  the  financial  system  of  the  country  to  order, 
but  had  failed.  The  present  bank  was  given  a  ninety 
years  charter,  which  will  expire  in  1908.  The  indi- 
viduals were  compelled  to  subscribe  for  the  stock. 
All  real  estate  in  towrts  was  taxed  6  per  cent,  and 
farm  lands  i  per  cent.  In  return  stock  was  issued  to 
those  who  paid  the  tax.  As  the  new  bank  had  to  re- 
deem all  notes  and  bonds  of  the  old  bank,  it  was  many 
years  before  dividends  were  paid,  but  now  the  chil- 
dren of  those  originally  taxed  are  drawing  seven  per 
cent.     Of  course  the  shares  are  transferable. 

The  bank  has  a  capital  of  26,752,400  kroner.  Its 
notes  are  a  legal  tender,  and  are  the  only  credit  paper 
in  circulation  in  the  realm.  The  proclamation  of  De- 
cember 20,  1873,  regulates  the  note  issue.  The  bank  is 
required  to  keep  25  per  cent,  in  specie,  of  the  amount 
of  bank  notes  in  circulation,  if  the  latter  is  less  than 
48,000,000  kroner.  If  48,000,000  or  more,  the  specie 
must  not  be  less  than  12,000,000  kroner. 

The  bank  must  own  as  security  for  that  part  of  the 
bank  notes,  which  are  not  covered  by  the  metallic 
fund,  easily  realizable,  good  and  secure  assets  in  the 
proportion  of  150  kroner  in  assets  to  100  kroner  in 
bank  notes. 

The  following  assets  serve  to  secure  the  amount  of 
bank  notes  which  is  not  covered  by  the  metallic  re- 
serve :  Notes  for  loans  against  security,  bills  of  ex- 
change upon  Denmark  and  foreign  countries,  money 
payable  on  demand  with  foreign  correspondents,  pub- 
lic stocks  at  market  value,  and  mortgages  for  direct 
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loans  on  real  estate,  the  total  amount  of  which  latter 
may  not  exceed  6,000,000  kroner. 

The  bank  is  required  to  pay  face  value  of  the  notes 
in  gold  coin  on  demand.  The  circulation  on  July  31, 
1896,  was  80,000,000  kroner,  with  holdings  of  coin 
and  bullion  of  60,000,000  kroner.  Bank  notes  form 
about  four-tifths  of  the  money  in  circulation. 


CHAPTER  XI. 

BANKING  IN  OTHER  EUROPEAN  COUNTRIES. 

The  only  bank  of  issue  in  Holland, the  Bank  of  the 
Netherlands,  is  one  of  the  oldest  and  soundest  finan- 
cial institutions  in  the  world.  Its  predecessor,  the 
Hank  of  Amsterdam,  was  founded  in  1609.  By  a  bill 
of  1863  the  Bank  of  the  Netherlands  was  granted  the 
right  of  note  issue  for  a  period  of  twenty-five  years, 
which  in  1888  was  prolonged  for  fifteen  years  with  a 
continuation  for  ten  years,  if  the  contract  is  not  broken 
by  one  of  the  parties  two  years  before  the  beginning 
of  a  new  period.  The  charter  is  therefore  not  apt  to 
expire  before  19 14. 

The  bank  is  not  a  state  institution,  but  the  chief 
officers  are  appointed  by  the  king  and  the  profits  above 
a  certain  amount  are  divided  between  the  shareholders 
and  the  government.  This  is  not  done  directly,  but 
as  a  tax  proportional  to  the  dividend  distributed.  The 
dividends  to  the  amount  of  five  per  cent  go  to  the 
shareholders,  but  above  that  amount  they  must  be 
shared  with  the  state. 

There  is  no  limit  upon  the  circulation  of  the  bank, 
but  the  law  requires  that  it  must  be  secured  by  a  re- 
serve of  two-fifths  of  the  aggregate  of  the  circulation 
and  demand  liabilities.  This  reserve  need  not  be  gold, 
although  the  policy  of  the  bank  has  been  of  late  to  in- 
crease its  holdings  of  the  yellow  metal. 

Bank  notes  form  a  very  large  proportion  of  the  cur- 
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rency  of  the  Netherlands,  the  latest  official  statement, 
of  date  December  31,  1895,  showing  that  206,084,405 
florins  of  the  302,260,871  florins  of  monetary  stock 
was  in  the  currency  of  the  bank.     The  figures  are : 

Gold 23,652,860  florins 

Silver 57'523,6o6      '^ 

Government  notes 15,000,000      '' 

Bank  notes 206,084.405      '' 

Total 302,260,871      " 

The  reserve  held  by  the  Bank  of  the  Netherlands,  at 
that  time,  consisted  of  125,155,026'florins  in  coin  and 
bullion,  of  which  82,162,615  florins  was  in  silver  and 
copper  coin.  Most  of  this  silver  has  been  acquired 
in  the  ordinary  channels  of  trade ;  the  bank  has  not 
purchased  any  since  1872,  but  has  endeavored  to  in- 
crease its  gold  holdings. 

The  remarkable  feature  of  the  banking  system,  and 
one  which  is  of  peculiar  interest, is,  says  Conant,  "the 
demonstration  which  it  affords  that,  wdthin  narrow 
limits  at  least,  it  is  possible  to  maintain  the  gold  staiid- 
ard  with  very  little  gold,  while  the  money  of  circula- 
tion is  chiefly  paper  and  silver.  The  bank  pursues  a 
policy  directly  opposite  to  that  of  the  Bank  of  France, 
by  furnishing  gold  freely  for  export  and  sparingly  for 
domestic  circulation.  The  purpose  of  this  policy  is  to 
maintain  the  parity  of  foreign  exchange,  because  of 
a  conviction  that  a  refusal  to  furnish  gold  for  export 
would  put  the  metal  at  a  premium  and  precipitate  the 
country  upon  a  silver  basis." 

The  capital  of  the  bank  is  20,000,000  florins,  with 
a  reserve  fund  of  5,000,000  florins.     The  bank  keeps 
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llie  funds  of  the  state  and  the  c^ish  of  the  state  postal 


avings  bank. 


THE  NATIONAL  BANK  OF  BELGIUM. 

Since  1850  the  National  Bank  of  Belgium  has  en- 
joyed a  monopoly  of  note  issue.  The  bank,  which 
was  founded  in  1835,  ^^^  "ot  formerly  enjoy  that  privi- 
lege, and  there  is  no  iron-clad  contract ;  the  oflicials 
have  ever  before  them  the  danger  that  their  monopoly, 
if  abused,  may  be  ended  by  the  abolition  of  their  privi- 
leges and  its  bestowal  upon  others.  The  National 
Bank  received  its  present  charter  by  the  law  of  May 
20,1872,  when  its  charter  w^as  extended  to  January  i, 
1903,  and  the  capital  was  fixed  at  50,000,000  francs. 

The  circulation  of  the  bank  is  limited  only  by  the 
provision  that  it  must  be  secured  by  cash  or  readily 
convertible  securities.  The  amount  of  bank  notes  in 
circulation  and  of  obligations  payable  at  sight  must 
not  be  in  excess  of  three  times  the  amount  of  reserve 
in  coin,  but  by  authority  of  the  Minister  of  Finance 
this  may  be  increased,  should  an  emergency  arise. 
This  is  intended  to  give  needed  elasticity  to  the  cir- 
culation. The  government  interferes  but  little  with 
the  bank.  The  profits  earned  by  the  loan  of  state 
money  deposited  with  the  bank  must  go  to  the  nation, 
and  a  tax  is  levied  on  the  gross  business  done  and  one- 
fourth  of  I  per  cent  must  be  paid  on  the  circulation  in 
excess  of  275,000,000  francs.  One-fourth  of  the  net 
profits  of  the  bank  in  excess  of  6  per  cent  must  also  be 
paid  to  the  state. 

The  notes  of  the   bank  are  not  a  legal  tender,  but 
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they  are  receivable  at  the  pubHc  depositories  and  hence 
pass  current. 

The  circuhition  on  September  30,  1896,  amounted 
to  443, 100,000  francs.  Against  this  was  held  101.500,- 
000  francs  in  coin,  three-fourths  of  which  was  in  gold. 
The  silver  held  is  largely  that  of  other  countries  in 
the  Latin  Union,  over  56  per  cent  of  the  silver  in  cir- 
culation in  Belgium  being  of  foreign  mintage. 

One  of  the  causes  for  the  prosperity  of  the  National 
Bank  is  that  because  of  the  neutrality  of  Belgium  it 
has  not  been  compelled  to  float  large  loans,  and  its 
connection  with  the  state  is  merely  as  a  fiscal  agent. 

BANK  OF  SPAIN. 

Financial  and  banking  affairs  in  Spain  have  been 
greatly  complicated  by  the  revolution  in  Cuba.  The 
brunt  of  the  cost  of  the  war  is  borne  by  the  bank,  and 
its  commercial  operations  have  been  subordinated  to 
the  issue  of  paper  money  to  cover  the  needs  of  the 
government.  As  a  result,  gold  is  at  a  premium  of  20 
percent.     (March,  1897.) 

The  Bank  of  Spain  was  originally  chartered  in 
1829,  and  again  in  1856.  In  1874  it  was  given  a  mo- 
nopoly of  note  issue,  the  eighteen  existing  provincial 
banks  being  ordered  to  liquidate  their  circulation  and 
transfer  it  to  the  Bank  of  Spain.  Its  present  charter 
extends  until  December  31,  192 1.  While  the  govern- 
ment does  not  share  in  the  profits  of  the  bank,  and  is 
not  a  stockholder,  it  does  not  hesitate  to  use  it  when- 
ever there  may  be  occasion,  and  the  recent  large  in- 
creases of  note  issues  have  been  due  to  the  demands 
of  the  government. 


liy  law  the  capital  ut  Ihc  bank  is  lixed  at  150.000.- 
000  pesetas,  and  a  minimupi  surplus  of  10,000,000 
pesetas  must  be  maintained.  The  note  issue  is  limited 
to  double  the  amount  of  cash  in  possession  of  the  bank 
or  with  its  foreign  correspondents.  The  circulation 
is  now  in  excess  of  1,000.000,000  pesetas,  the  sur- 
plus as  well  as  a  part  of  the  rest  being  a  forced  loan 
to  the  government,  which  is  secured  by  the  fiction 
that  the  government  loan,  payment  of  which  cannot 
be  demanded  until  192 1  and  which  does  not  bear 
interest, is  a  security  ''readily  convertible  into  funds." 

Immediate  redemption  of  the  note  issues  is  an  im- 
possibility. The  assets  of  the  bank  consist  of  only 
200,000,000  pesetas  in  gold;  the  balance  being  275 
millions  of  silver  worth  fifty  cents  of  its  face,  and 
720.000,000  of  the  obligations  of  the  state,  which  is 
heavily  in  debt.  The  bank  stands  willing  to  make 
payments  of  its  notes  in  silver,  but  that  is  commer- 
cially worth  less  than  the  notes,  as  gold  is  at  a  pre- 
mium of  20  per  cent.  If  redemption  in  silver  were  act- 
ually demanded,  of  course  it  could  not  continue  long. 
The  circulation  on  September  30,  1896,  was  1,066,- 
000,000  pesetas. 

BANKING  IN  GREECE. 

Greece  has  three  banks  permitted  to  issue  notes. 
They  are  the  National  Bank  of  Greece,  the  loanian 
Bank  and  the  Epeiro-Thessalian  Bank.  Each  has  a 
royal  commissioner, appointed  by  the  government,  who 
is  supposed  to  keep  a  watchful  eye  on  its  transactions. 
The  government  is  not  interested  as  a  shareholder. but 
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the  banks  must  pay  a  tax  of  five  per  cent  on  their 
dividends. 

The  resources  of  the  bank  have,  however,  been  ab- 
sorbed to  a  great  extent,  because  of  the  governmental 
regulations.  The  regulations  of  the  National  Bank 
require  that  three-fourths  of  the  capital  be  invested  in 
mortgages,  and  of  the  Epeiro-Thessalian  Bank  that 
three-fourths  of  the  capital  stock  and  reserve  fund  be 
so  invested.  The  Ionian  Bank,  which  has  its  chief 
office  in  London,  is  not  under  any  such  conditions. 

There  is  no  provision  for  the  redemption  of  bank 
notes,  although  they  are  made  a  legal  tender  and  have 
a  forced  circulation.  Under  the  agreement  for  a  forced 
currency  the  National  Bank  can  issue  70,000,000 
drachmas  for  the  government  and  60, 000, 000  drachmas 
on  its  own  account;  the  Ionian  Bank  2,000,000  drach- 
mas for  the  government,  and  5,000,000  on  its  own 
account;  and  the  Epeiro-Thessalian  Bank  800,000 
drachmas  for  the  government, and  4, 200,000  drachmas 
for  its  own  account.  By  special  agreement  the  three 
banks  have  been  authorized  to  issue  14,000,000  drach- 
mas in  fractional  currency  (notes  of  one  and  two 
drachmas — the  paper  drachma  being  worth  12  cents 
gold). 

Gold  commanded  a  premium  of  80  per  cent  in 
March,  1897,  and  under  the  system  all  metallic  cur- 
rency has  practically  vanished  from  circulation.  The 
National  Bank,  on  October  12,  1895,  had  but  1,825,- 
396  drachmas  in  cash  included  in  its  assets  of  247,- 
253,095  drachmas.  Its  circulation  on  that  date  was 
106,252,864  drachmas.     The  Ionian  bank  had  a  cir- 
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culation  of  8,566,061  drachmas,  with  633,452  cash  on 
the  same  date. 

Various  attempts  nave  been  made  to  remedy  the 
banking  situation,  which  is  complicated  by  the 
wretched  state  of  the  Greek  finances.  The  British 
government  sent  a  commissioner  to  Athens  in  1892  to 
investigate  the  finances  of  the  nation,  and  King  George 
is  trying  to  secure  a  reform,  but  the  financiers  are  all 
at  sea,  and  reform  seems  far  distant,  especially  in 
view  of  the  complications  with  Turkey. 

SWITZERLAND. 

The  first  of  the  existing  banks  of  issue  in  Switzer- 
land was  the  Bank  of  Berne,  which  was  established 
in  1843,  but  the  development  of  the  system  has  been 
since  i860.  There  were  twenty-seven  establishments 
in  1870  issuing  bank  bills,  and  in  1874  there  was  a 
total  circulation  of  65,000,000  francs  in  notes  to  a 
population  of  less  than  three  millions,  and  many  of  the 
banks  were  unable  to  redeem  their  notes.  It  was 
suggested  that  laws  similar  to  those  in  the  United 
States  be  passed,  and  in  1874  ^^^  ^^^  constitution 
granted  the  federal  council  the  right  to  control  banks 
of  issue,  but  the  change  was  defeated  at  the  refer- 
endum. 

Under  the  law  of  June  14,  1881,  banks  may  be  or- 
ganized to  an  unlimited  extent  with  the  approval  of 
the  government,  which  also  has  the  right  to  limit  note 
issues,  fixing  the  amount  for  each  bank.  While  the 
state  is  not  interested  in  any  of  the  banks,  as  a  stock- 
holder, some  of  the  cantons  are.     At  present  there 
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are  in  Switzerland  eighteen  institutions  whose  capital 
stock  is  furnished  by  the  cantons  and  for  whose  liabili- 
ties they  are  responsible.  There  are  thirteen  other 
banks  which  are  purely  private  institutions,  and  three 
banks  in  w^hich  both  the  canton  and  private  individuals 
are  interested. 

The  law  allows  the  banks  to  issue  notes  after  re- 
ceiving permission  from  the  government,  provided 
they  have  a  capital  of  at  least  500,000  francs.  The 
banks  are  required  to  hold  a  metallic  reserve  of  at 
least  40  per  cent  of  the  amount  of  notes  in  circulation 
and  the  remaining  60  per  cent  must  be  covered  br- 
other obligations  or  commercial  paper.  No  legal 
tender  value  is  given  the  notes,  but  each  bank  is  com- 
pelled to  accept  the  notes  of  the  others,  and  this  has 
the  effect  of  making  them  universally  accepted. 

Very  strict  supervision  is  exercised  over  the  banks 
by  what  is  known  as  "the  inspectorate  of  the  banks  of 
issue,"  which  is  a  branch  of  the  federal  department  of 
finance.  The  banks  must  make  regular  reports  to 
this  department  and  send  it  monthly  balance  sheets, 
as  well  as  other  reports,  whenever  demanded. 

No  paper  is  issued  by  the  government,  and  57  per 
cent  of  the  silver  in  circulation  is  of  Italian  mintage, 
only  5  per  cent  being  of  Swiss  coinage.  Bank  notes 
form  an  extraordinarily  large  percentage  of  the  cur- 
rency in  circulation.  On  January  i,  1895,  the  total 
amount  of  money  was  244,466,000  francs,  of  which 
179,321,000  was  bank  paper.  The  circulation  of  the 
banks  on  September  30,  1896,  was  194.000.000  francs, 
with  a  reserve  of  94,800,000  francs,  of  which 
864,00,000  was  gold. 
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It  is  proposed  that  the  government  shall  assume  the 
note-issuing  power  and  there  is  a  bill  now  pending 
before  the  people  for  such  a  system,  the  decision  of 
the  referendum  being  awaited.  The  proposal  is  that 
the  state  bank  shall  have  a  capital  of  25.000.000 
francs  furnished  by  the  confederation  and  the  cantons. 
General  surveillance  will  be  exercised  by  the  federal 
assembly,  and  the  administration  will  be  vested  in  a 
committee  of  direction  composed  of  six  members,  un- 
der the  permanent  control  of  a  council  of  the  bank 
consisting  of  twenty-one  members. 

PORTUGAL. 

Notes  were  formerly  issued  by  eight  banks  in  Por- 
tugal, but  a  law  recently  passed  gave  a  monopoly  to 
the  Bank  of  Portugal,  whose  charter  expires  in  1920. 
The  bank  is  the  fiscal  agent  of  the  government  and  is 
managed  by  an  agent  appointed  by  the  government, 
although  the  government  is  not  a  shareholder  and  the 
bank  pays  no  taxes  in  return  for  its  privileges.  Large 
advances  have,  however,  been  made  to  the  government, 
in  consideration  of  which  the  bank  has  been  allowed  to 
disregard  the  provisions  of  the  charter,  which  are  that 
the  metallic  reserve  shall  equal  the  aggregate  of  the 
circulation  and  demand  liabilities,  and  shall  not  ex- 
ceed double  the  capital  stock.  As  a  matter  of  fact, 
the  note  issues  of  the  bank  are  four  times  the  capital. 

The  bank  notes  are  irredeemable  and  gold  is  at  a 
premium,  which  during  the  year  1896  averaged  30 
per  cent.  This  is  due  to  the  fact  that  the  circulation 
is  56,000,000  milreis,  against   which  there  is  but  4,- 
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950.000  milreis  in  ^old  and  8,800,000  milreis  in  silver. 
Specie  payments  were  long  since  suspended. 

Attempts  have  been  made  to  remedy  the  situation, 
but  it  has  not  improved,  being  largely  complicated  by 
the  bad  condition  of  Portuguese  trade. 

IMPERIAL  OTTOMAN  BANK. 

The  exclusive  privilege  of  note  issue  in  Turkey  is 
enjoyed  by  the  Imperial  Ottoman  Bank,  which  is  al- 
most the  only  sound  institution  in  the  country.  It  is 
owned  and  controlled  by  foreigners,  chiefly  English 
and  French,  who  in  1863  received  a  charter  from  the 
government.  Its  capital  is  iCio,ooo,ooo,  one-half  of 
which  has  been  paid  up.  The  bank  is  allowed  to 
issue  circulating  notes,  which  are  legal  tender  and 
which  circulate  freely  at  their  par  value.  These  may 
be  issued  to  three  times  the  amount  of  the  cash  re- 
serve. The  government  is  not  allowed  to  issue  any 
paper  money  during  the  existence  of  the  bank,  and 
the  Powers  of  Europe  are  ready  to  hold  the  Turk  to 
his  contract.  There  is,  however,  600,000,000  piasters 
of  government  paper  in  circulation,  which  was  issued 
from  1876  to  1 88 1,  but  has  since  been  practically  re- 
pudiated. 

Bank  notes  have  not  been  issued  to  large  amount. 
The  circulation  on  July  31,  1895,  w^as  ^£^1,085,327, 
which  is  less  than  one-half  of  the  cash  which  it  has  on 
hand,  the  specie  being  ^^3,495,288.  Under  these  cir- 
cumstances the  notes  are  good  and  are  at  a  premium 
over  the  debased  currency  of  the  nation. 

The  bank  acts  as  the  fiscal   agent  of  the  govern- 
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menl  and  makes  large  advances  to  the  government 
each  year,  which  are  repaid  when  the  taxes  are  col- 
lected. In  this  way  the  government  is  constantly  in 
debt  to  the  bank  and  the  bank  has  a  strong  hold 
upon  it. 

Most  of  the  profits  of  the  bank  are  from  the  privi- 
leges which  it  enjoys  in  banking.  It  is  free  to  main- 
tain branches  in  any  town  in  the  empire,  and  they  are 
gradually  becoming  more  profitable. 

SERVIA. 

The  National  Bank  of  the  kingdom  of  Servia, 
which  is  located  at  Belgrade,  enjoys  a  monopoly  of 
note  issue  in  Servia.  It  was  established  in  1883,  with 
a  paid  up  capital  of  20,000,000  dinars.  The  note 
issue  of  the  bank  is  not  allowed  to  exceed  three  times 
its  metallic  reserve.  In  1896  the  notes  outstanding 
averaged  26,000,000  dinars,  and  the  assets  included 
coin  to  the  amount  of  11.000.000  dinars.  The  notes 
of  10  dinars  are  redeemable  in  silver,  but  those  of  a 
larger  amount  in  gold.  The  bank  may,  however,  pay 
25  per  cent  of  the  value  of  large  notes  in  silver  when 
an  emergency  shall  arise  which  may  warrant  it. 

ROUMANIA. 

The  National  Bank  of  Roumania,  in  which  the  gov- 
ernment is  interested  to  one-third  of  its  capital,  has  a 
monopoly  of  note  issue  in  Roumania.  It  was  founded 
in  1880,  and  its  charter  extends  until  191 3.  Its  capi- 
tal is  12,000,000  lei.  Formerly  the  government  issued 
notes  to  the  amount  of  125,000,000  lei,  but  these  were 
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withdrawn  through  the  national  bank.     The  govern- 
ment appoints  the  officers  of  the  bank. 

The  circulation  must  be  fully  covered  by  readily 
convertible  securities,  and  there  is  the  further  provision 
that  a  metallic  reserve,  to  the  amount  of  one-third  of 
the  note  issue,  must  be  held.  The  note  issue  amounted 
to  152,900,000  lei,  on  September  30,  1896,  against 
which  was  held  64,000,000  lei  in  gold,  and  1,500,000 
lei  in  silver. 

BULGARIA. 

The  National  Bank  of  Bulgaria,  which  alone  issues 
bank  notes  in  that  country,  although  the  notes  of  the 
Imperial  Ottoman  .Bank  circulate  freely,  is  a  govern- 
ment affair.  It  was  founded  by  the  state  in  1885,  and 
all  of  its  officials  are  appointed  by  the  prince  and  the 
minister  of  finance,  who  exercises  absolute  control 
over  its  operations.  The  notes  are  issued  against  a  re- 
serve, one-third  of  which  must  be  in  gold,  and  the  notes 
must  be  payable  on  demand.  The  notes  in  circulation, 
September  7,  1896,  amounted  to  3,200,000  lews,  and 
the  bank  had  10,100,000  lews  in  cash  on  hand,  most 
of  which  was  in  gold. 


CHAPTER  XII. 

BANKING  IN  CANADA. 

Canada's  banking  system  resembles  that  of  Scot, 
land,  although  Canadian  banks  enjoy  rather  more, 
freedom  of  issue.  The  Canadian  system  is  the  result 
of  a  development  in  banking  which  has  been  brought 
about  by  experiment.  The  development  has  been 
continuous, and  in  the  existing  system  there  still  linger 
features  or  provisions  which  were  first  put  to  the  test 
by  the  earliest  banks  established  in  the  colonies. 
While  the  national  banking  system  of  the  United 
States  was  established  chiefly  as  a  plan  for  the  aid  of 
the  treasury  and  was  developed  in  its  present  form 
because  of  a  crisis,  the  growth  of  banking  in  Canada 
has  not  been  affected  by  any  such  extraneous  motives. 
Changes  in  the  Canadian  system  have  usually  been 
made  solely  for  the  purpose  of  improving  it,  and  the 
experience  thus  gained  is  regarded  by  American  linan- 
ciers  as  of  more  practical  use  than  the  experience  of 
our  own  banks. 

In  l^^o.the  lirst  attempt  was  made  by  the  Canadian 
parliament  to  codify  the  legislation  relating  to  the 
banks.  In  that  year  an  act  was  passed  extending  char- 
ters for  ten  years,  each  bank  being  obliged  to  have  a 
paid  up  capital  stock  of  "f  250,000,  and  no  bank's  note 
circulation  to  exceed  the  paid  up  capital.  In  1881 
other  laws  were  passed,  and  in  1891  the  banking  act 
in  its  present   form  became   operative,  and   will  con- 
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tinue  until  June  30,  190 1.  That  law  provides  that  all| 
banks  of  issue  must  have  a  capital  stock  of  $500,000,! 
and  the  paid  up  capital.  $250^00,  must  be  paid  to  the 
minister  of  finance.  When  the  preliminaries  are  ar- 
ranged the  minister  of  finance  pays  back  into  the  bank 
treasury  the  amount  of  the  capital,  less  5  per  cent, ' 
which  is  placed  in  the  note  circulation  fund.  There 
are  no  government  inspectors,  as  in  the  United  States, 
and  the  government  supervision  consists  in  a  provision 
for  monthly  statements  to  be  made  to  the  government 
showing  the  condition  of  the  business  of  the  banks, 
and  a  penalty  of  fine  and  imprisonment  is  provided  for 
failure  to  comply  with  this  law  or  for  the  making  of 
false  returns. 

While  the  national  banks  of  the  United  States  are 
allowed  to  issue  notes  only  against  United  States 
bonds,  and  then  only  to  90  per  cent  of  their  par  value, 
the  Canadian  banking  laws  are  most  liberal.  A  bankJl 
may  issue  notes  to  the  full  amount  of  its  capital  stockji 
and  no  reserve  is  required  to  be  kept  on  hand  for  its 
payment,  with  the  exception  of  the  5  per  cent  of  the 
paid  up  capital  deposited  w4th  the  government.  This 
makes  the  notes  simply  credit  instruments,  based  upon 
the  general  assets  of  the  banks  issuing  them,  but  in 
order  that  they  may  be  made  secure  these  notes  are 
made  a  first  lien  upon  the  assets  of  the  bank,  liabili- 
ties to  the  dominion  being  a  second  lien,  and  liabilities 
to  the  government  of  any  province  being  a  third  lien. 

To  avoid  discount  for  geographical  reasons,  each 
bank  is  obliged  to  arrange  for  the  redemption  of  its 
notes  in  the   commercial  centers  throughout  the  do- 


Il8  BANKING  IN  CANADA 

minion.  Finally,  the  bank  circulation  fund  in  the 
hands  of  the  minister  of  finance,  which  consists  of  5 
per  cent  of  the  amount  of  the  paid-up  capital  of  each 
bank,  is  liable  for  the  payment  of  all  bank  notes,  and 
should  any  liquidator  fail  to  redeem  the  notes  of  a 
suspended  bank  recourse  may  be  had  to  the  entire  fund 
if  necessary.  The  fact  is, liquidators  are  always  able 
to  redeem  notes  as  they  are  presented,  but  in  order 
that  all  solvent  banks  may  accept,  without  loss,  the 
notes  of  an  insolvent  bank,  these  notes  bear  interest 
at  6  per  cent  from  the  date  of  the  suspension  of  a  bank 
until  they  are  redeemed.  If  they  are  not  paid  in  sixty 
days  the  government  pays  them,  with  interest,  out  of 
the  redemption  fund.  They  thus  never  fall  below 
par,  and  Canadian  bankers  regard  them  as  more  se- 
cure than  American  bank  notes.  Should  the  redemp- 
tion fund  be  exhausted,  the  solvent  banks  are  assessed 
to  make  up  the  difference. 

A  feature  of  the  Canadian  system  which  is  regarded 
as  essential  to  its  safety  is  that  the  bank  notes  lack 
the  legal  tender  quality  or  the  government  guarantee. 
Consequently  each  bank  watches  with  care  the  oper- 
ations of  competitors,  and  will,  upon  detecting  the 
slightest  weakness  in  one  of  them,  refuse  to  accept  its 
notes  and  throw  discredit  upon  it.  The  banks  of  the 
three  monetary  centers  of  the  dominion — Montreal, 
Quebec  and  Toronto — act  as  clearing-houses  for  all 
the  banks  in  the  dominion.  Bank  notes  are  sent  to 
them  for  redemption,  and,  as  no  bank  cares  to  make 
money  for  its  competitors,  all  bank  notes  are  presented 
for  redemption  as  soon  as  received.      Instead  of  the 
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banks  beini^  watched  by  the  <^overnment  oiiicials, 
the  sharpest  banking  talent  in  the  country  is  constantly 
on  the  lookout  for  evidence  of  unsound  bankinir,  and 
lis  armed  with  such  a  powerful  weapon  for  its  punish- 
ment that  no  bank  will  tind  it  worth  while  to  run  the 
risk. 

Each  banker  always  has  on  hand  all  the  material 
necessary  for  its  protection  against  the  other  banks. 
The  banks  demand  from  each  other  statements  as  to 
their  condition,  and  monthly  reports  are  made  to  the 
I  government.  The  most  careful  scrutiny  is  had  by 
leach  bank  of  the  operations  of  every  other  bank,  and 
this  is  made  by  men  selected  by  the  banks  for  their 
known  capacity  and  is  never  perfunctory.  This  leads 
to  care  on  the  part  of  the  banks,  which  know  that  the 
slightest  shadow  upon  their  credit  would  be  costly. 
Another  element  of  security  is 'that  stockholders  are_ 
liable  for  double  the  amount  of  their  stock. 
^  The  note  circulation  thus  secured  probably  possesses 
a  greater  elasticity  than  any  other  in  the  world.  The 
issue  always  adjusts  itself  tgthe  needs  of  trade.  The 
banks  issue  notes  when  business  activity  demands 
them,  and  the  notes  drift  back  as  deposits  and  in  the 
settlement  of  discounts  when  less  money  is  needed. 
The  circulation  usually  varies  nearly  15  per  cent  in 
the  course  of  a  year.  Being  based  purely  on  busi- 
ness transactions,  it  fluctuates  according  to  the  de- 
mands of  business,  as  is  possible  under  no  other  sys- 
tem. As  banks  are  empowered  to  issue  notes  against 
their  paid-up  capital,  it  always  pays  to  do  so  when  the 
needs  of  trade  demand  it,  and  for  the  very  reason  that 
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issues  of  notes  are  made  against  the  paid-up  capital 
tliey  are  subject  to  actual  redemption,  making  it  mad- 
ness for  any  bank  to  issue  notes  without  careful  refer- 
ence to  its  ability  to  redeem,  just  as  no  solvent  mer- 
chant would  dare  give  promissory  notes  without  refer- 
ence to  his  ability  to  pay. 

The  presentation  for  actual  redemption  of  every  note 
not  required  by  the  exigencies  of  trade  is  assured  by 
the  fact  that  every  bank  seeks,  by  the  activity  of  its 
own  business,  to  keep  out  its  ow^n  notes,  and  therefore 
sends  back  daily  for  redemption  the  notes  of  all  other 
banks.  Because  of  this  daily  actual  redemption 
.Canada  has  never  had  any  serious  inflation  of  her 
currency. 

In  the  United  States  the  inflation  or  contraction  of 
the  currency  depends  largely  upon  whether  it  is  profit- 
able or  unprofitable  to  issue  circulating  notes  against 
government  bonds,  and  it  is  generally  admitted  that 
the  system  does  not  work  with  the  same  automatic 
regularity  for  the  needs  of  commerce  that  the  Cana- 
dian system  does.  There  is  no  inflation.  The  volume 
of  notes  usually  in  circulation  is  only  a  small  fraction 
in  excess  of  50  per  cent  of  the  aggregate  paid-up  cap- 
ital of  the  banks,  although  they  are  allowed  to  issue 
tliem  to  the  full  extent  of  this  amount.  The  ready 
convertibility  of  Canadian  bank  notes  is  assured  by 
the  actual  daily  redemption  of  the  notes  of  every  bank 
arising  from  the  circulation  being  generally  and  not 
specifically  secured.  This  provides  a  safeguard  against 
the  suspension  of  specie  payments. 

The  history  of  banking  in  Canada  is  cited  by  some 
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as  proof  that  a  currency  based  upon  the  general  asset? 
of  the  banks,  with  a  prior  lien  and  a  double  liability 
upon  all  shareholders  to  the  full  amount  of  their  sub- 
scribed  stock,  which  it  will  be  remembered  is  double 
the  paid-up  capital,  is  absolutely  safe  and  possesses 
advantages  over  a  currency  secured  by  government 
bonds,  which  are  really  a  loan  forced  by  the  govern- 
ment and  which  might  result  in  bankruptcy. 

The  system  of  branch  banks,  some  of  the  features 
of  which  were  recommended  for  adoption  by  Comp- 
troller Eckels  in  his  report  for  1896,  is  an  essential 
factor  in  the  Canadian  system  and,  while  monopolistic 
in  its  tendency,  has  been  of  benefit  both  to  the  banks 
and  to  the  people  of  the  country.  Each  bank  has  a 
number  of  branches  throughout  the  dominion,  some 
having  over  forty,  the  total  number  at  present  reach- 
ing nearly  500.  Weekly  and  monthly  returns  are 
made  to  the  head  office,  and  the  general  manager  is 
in  this  way  kept  in  touch  with  the  business  interests 
from  one  end  of  the  country  to  the  other.  The  sys- 
tem of  branch  banks  seems  especially  adapted  to 
Canada,  as  the  branches  supply  the  maximum  of  ac- 
commodation to  the  inhabitants  with  a  minimum  of 
expenditure.  During  a  time  when  money  is  plentiful 
and  business  is  dull  in  one  section  of  the  country,  the 
money  not  required  can  be  conveyed  to  a  branch  in 
some  other  section  where  a  more  active  business  de- 
mands it.  The  dominion  is  sparsely  populated,  and 
in  many  districts  where  it  would  be  impossible  to  es- 
tablish independent  banking  institutions  of  any  finan- 
cial strength  it  is  quite  possible  for  a  powerful  bank, 
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with  forty  or  more  other  branches,  to  operate  a  profit- 
able  branch    bank.      The   result  of   this     system    is 
that  the  banks  borrow  money  from  depositors  where 
the  savings  largely  exceed  the  new  enterprises  and 
lend  it  in   those   sections   where  the   new   enterprises 
largely  exceed  the  savings.     This  enables  the  banks 
,  to  avert  a  crisis  in  any  section  as  long  as  the  other  is 
(  prosperous,  and  it  is  claimed  that  had  it  existed  here 
*  the  commercial  conditions  which  we  have  recently  un- 
dergone w^ould  not  have  been  as  serious  in  their  re- 
sults. 

A  comparison  may  w^ell  be  made  with  the  United 
States,  where  there  are  no  branch  banks.  Banks  in 
the  east  may  be  seeking  investment  and  be  refusing 
to  pay  interest  because  of  the  lack  of  a  sufficient  num- 
ber of  borrowers  to  take  up  their  deposits,  while  banks 
in  the  west  and  southwest  cannot  begin  to  supply  the 
demands  of  their  customers  because  they  have  only 
the  money  of  their  immediate  locality  at  their  com- 
mand. This  difhculty  is  gotten  over  to  a  certain  ex- 
tent by  southern  and  western  banks  rediscounting  their 
customers' notes  with  banks  in  the  east,  but  this  arrange- 
ment is  inadequate  and  makes  the  w^est  and  south  pay 
high  rates  of  interest.  On  the  other  hand,  under  the 
Canadian  system  of  branch  banks,  the  farmer  in  the 
northwest  provinces  can  borrow  money  very  nearly  as 
cheaply  as  the  borrowers  in  the  commercial  centers  of 
Montreal  or  Halifax. 

Although  the  maintenance  of  a  reserve  fund  is  not 
compulsory,  nearly  all  the  banks  have  reserves  for 
the    sole     purpose    of    demonstrating     their    financMnl 
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Strength.  The  Bank  of  Montreal,  for  instance,  with 
a  paid  up-capital  of  $12,000,000,  has  a  reserve  fund 
of  $6,000,000.  The  thirty-seven  Canadian  banks,  with 
a  paid-up  capital  of  $61,725,769,  had  on  November 
30,  1896.  a  reserve  fund  aggregating  $26,438,799. 

On  November  30,  1896,  some  of  the  items  of  the 
Canadian  banks  were  :Capital  authorized, $7 2, 958,685  ; 
capital  paid  up,  $61,725,769;  reserve  fund,  $26,438,- 
799;  notes,  $35,262,599;  public  deposits,  $196,842,- 
952  ;  total  liabilities,  $244,015,473  ;  deposits  to  secure 
circulation,  $1,836,218;  discounts,  $212,906,674; 
specie,  $8,306,639;  total  assets,  $333^077,531. 

The  dominion  government  itself  issues  notes  under 
careful  restrictions.  These  notes  are  in  denominations 
of  $1,  $2,  $4,  $50,  $100,  $500  and  $1,000.  The  fad 
that  there  are  no  notes  of  the  value  of  $5  and  $10 
gives  the  bank  notes  of  these  denominations  a  wider 
circulation,  while  the  banks  issue  no  notes  smaller 
than  $5,  keeping  the  small  dominion  notes  in  circula- 
tion. Securities  for  the  redemption  of  dominion  notes 
must  be  25  per  cent  gold  or  securities  guaranteed  by 
the  British  government,  not  less  than  15  per  cent  of ' 
the  total  to  be  gold  and  75  per  cent  in  dominion  bonds 
issued  by  authority  of  parliament.  There  is  no  limit 
upon  the  issue  of  notes  by  the  government,  but  for  all 
over  $20,  OOP?  OOP  an  equal  amount  of  gold  must  be 
held  by  the  minister  of  finance.  About  $23,000,000 
are  now  in  circulation. 


CHAPTER  XIII. 

BANKING    IN  MEXICO,   CENTRAL  AND    SOUTH    AMERICA. 

There  is  a  vast  difference  between  the  banks  of 
issue  in  the  Latin- American  countries, not  only  in  their 
systems  but  in  their  prosperity.  They  show  clearly 
that  management  is  more  important  than  laws,  and 
that  the  prosperity  of  a  bank  depends  upon  the  pros- 
perity of  the  country.  In  some  of  the  countries,  as 
Mexico,  the  banks  are  as  strong  as  almost  any  in  the 
world ;  while  other  countries  have  no  banks  at  all, 
those  which  had  been  established  having  failed. 

A  practical  monopoly  of  note  issue  in  Mexico  is  en- 
joyed by  the  National  Bank,  which  is  a  private  insti- 
tution. On  June  30,  1896,  its  notes  were  in  circula- 
tion to  the  amount  of  $21,250,154,  while  aggregate 
notes  of  the  other  banks  were  only  $3,907,267.  The 
National  Bank  stands  in  much  the  same  relation  to 
the  government  as  does  the  Bank  of  England  to  the 
British  government,  and  its  virtual  monopoly  is  due  to 
the  fact  that  its  notes  are  receivable  for  public  dues, 
while  those  of  the  other  banks  are  not. 

The  Mexican  constitution  is  similar  to  that  of  the 
United  States.  The  federal  government  issues  char- 
ters to  banks  in  the  federal  district,  w  hich  includes  the 
city  of  Mexico,  and  in  the  territories.  Any  state  can 
grant  charters  to  local  banks,  but  the  federal  govern- 
ment can  impose  what  restriction  it  wishes  upon  the 
issue  of  notes. 
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The  National  Bank  of  Mexico  was  formed  in  1884 
by  the  consolidation  of  several  chartered  banks.  The 
bank  has  a  capital  of  $20,000,000,  of  which  40  per 
cent  is  paid  up.  A  charter  was  granted  for  fifty  years, 
and  the  bank  agreed  to  lend  the  government  from 
$6,000,000  to  $8,000,000  at  6  per  cent  interest,  col- 
lecting some  of  the  federal  taxes  and  charging  a  small 
sum  for  the  w^ork. 

Notes  may  be  issued  for  three  times  the  capital  and 
deposits,  not  of  a  confidential  character.  In  order  that 
the  notes  may  not  exceed  the  limit,  government  offi- 
cials superintendent  their  issue.  These  notes  are  re- 
ceivable for  taxes,  but  the  government  does  not  guar- 
antee them,  merely  authorizing  the  bank  to  make  the 
issue. 

The  notes  are  at  par  on  a  silver  basis  and  the  bank- 
ing system  seems  to  be  sound.  The  National  Bank 
had  $28,593,451  in  specie.  The  total  amount  of 
specie  in  circulation  is  about  $101,000,000,  of  which 
the  banks  hold  $40,000,000. 

ARGENTINA. 

In  1891  every  bank  in  Argentina  failed,  including 
the  Bank  of  the  Nation,  to  whose  capital  of  $5,000,- 
000  the  government  had  subscribed  $2, 000, 000.  Notes 
had  been  issued  under  a  system  which  was  alleged  to 
combine  the  advantage  of  the  metallic  coverture  sys- 
tem of  England  and  the  national  banking  system  of 
the  United  States.  The  public  debt,  however,  was 
not  good  security,  and  the  gold  which  was  employed 
had  been  borrowed.     In  order  to  furnish  the  banks 
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with  the  bonds  necessary,  a  large  issue  of  four  and  a 
half  per  cent  gold  bonds  was  authorized. 

To  secure  the  gold  required  to  buy  these  national 
bonds, each  of  the  provinces  which  desired  to  establish 
a  provincial  bank  sold  abroad  a  special  issue  of  its 
own  bonds.  Upon  receiving  this  gold  the  national 
government  paid  it  into  the  government  bank,  which 
authorized  another  issue  of  paper  against  it.  Thus  all 
of  the  capital, of  both  provincial  banks  and  the  national 
bank,  w^as  borrowed.  "This  paper  money,"  says 
Minister  Buchanan,  "had  nothing  in  reality  behind  it 
as  security  but  the  good  faith  of  the  provinces  and  the 
nation,  because  the  borrowed  gold  dollar  which  w^as 
security  for  the  paper  dollar  was  never  in  the  provincial 
banks'  possession,  being  held  by  the  national  govern- 
ment. This  law  is  believed  to  have  been  the  direct 
cause  of  the  panic  of  1891."  This  panic,  by  the  wa}', 
brought  on  one  in  nearly  every  part  of  the  world. 
During  that  year,  as  a  result  of  the  excessive  inflation 
of  the  currency,  and  the  fictitious  value  given  by  this 
inflation  to  property  on  which  loans  were  afterwards 
made  by  the  bank,  all  of  the  provincial  banks  organized 
under  the  act,  together  with  the  Bank  of  the  Nation, 
failed,  and  gold  sold  for  $3.70  in  paper.  It  now 
iluctuates  from  day  today,   averaging    about  $2.70. 

On  the  ruins  of  the  suspended  banks  the  government 
reconstructed  the  Bank  of  the  Nation,  w^ith  branches 
in  all  of  the  provinces,  in  order  to  afford  banking  facil- 
ities. This  was  necessary,  as  there  was  not  a  solvent 
bank  in  the  country.  The  capital  was  fixed  at  $50,- 
000,000.   Books  were  opened  for  private  subscriptions, 
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but  nobody  subscribed ;  therefore  the  government  was 
forced  to  advance  the  money  for  the  bank,  and  is  now 
its  sole  owner.  Repeated  efforts  have  been  made  to 
negotiate  the  sale  of  the  bank's  charter  to  foreign  capi- 
talists, but  without  success.  The  bank  is  allowed  to 
issue  notes  to  the  amount  of  75  per  cent  of  the  internal 
bonds  deposited  as  a  guarantee. 

Under  the  country's  present  inconvertible  paper 
currency  system  no  bank  other  than  the  Bank  of  the 
Nation  is  allowed  to  issue  money,  and  even  were 
specie  payment  to  be  resumed  it  would  require  a  new 
banking  law  to  permit  the  founding  of  a  bank  of  issue. 
More  than  $300,000,000  paper  is  in  circulation. 

BRAZIL. 

In  Brazil  banks  of  issue  can  only  be  authorized  by 
the  legislature,  and  the  Bank  of  the  Republic  of 
Brazil  is  the  only  bank  which  has  this  charter.  Its 
notes,  which  are  inconvertible,  are  largely  at  a  dis- 
count, but  the  bank  is  not  wholly  responsible  for  this, 
as  there  is  an  enormous  issue  of  government  paper 
money.  The  total  amount  of  paper  money  in  circu- 
lation in  December  31,  1895,  was  678,065,897  milreis, 
of  which  340,714.000  milreis  were  bank  notes. 

The  Bank  of  the  Republic  of  Brazil  was  established 
in  1892  by  the  consolidation  of  the  two  chief  banks  of 
issue,  the  Bank  of  Brazil  and  the  Bank  of  the  Repub- 
lic. It  was  guaranteed  a  monopoly  of  note  issue,  al- 
though the  government  is  not  a  shareholder  in  the 
bank,  nor  has  it  any  interest,  aside  from  a  2^  per 
cent  tax  on  its  dividends,  and  also  the  tax  on  banks  to 
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wliich  all  hanks  are  subject.  The  amount  of  the  issue 
permitted  is  double  the  sum  deposited  in  the  treasury 
as  a  guarantee ;  but,  if  the  deposit  be  in  gold,  then 
three  times  the  sum  may  be  issued.  Monthly  reports 
are  required  by  the  government,  and  the  operations 
of  the  bank  are  subjected  to  rigid  scrutiny  by  the  gov- 
ernment. 

The  bank  notes  are  inconvertible,  because  they  are 
based  on  the  government  paper  issue  and  hence  are 
redeemable  in  government  paper.  The  disordered 
financial  system  is  largely  due  to  the  suspension  of 
specie  payments  in  1893  as  a  result  of  the  civil  war, 
which  brought  about  large  government  issues  of  paper. 
The  paper  has  fluctuated  greatly  in  value  under  the 
various  forms  of  government  and  the  exciting  political 
history,  to  which  the  disturbed  state  of  finances  is 
largely  due.  In  1867  government  paper  was  at  a  dis- 
count of  50  per  cent ;  in  1868  at  80  per  cent  discount ; 
in  1875  it  was  nearly  at  a  par  with  gold,  but  then  fell 
to  a  discount  of  25  per  cent.  In  1889  it  rose  to  par 
again,  but  then  fell  again,  until  at  the  present  time  it 
takes  300  milreis  of  paper  to  buy  100  milreis  of  gold. 

While  the  bank  has  decreased  the  amount  of  its 
circulation  from  379,000,^00  milreis  in  1893  to  340,- 
714,000  milreis  in  1895,  the  government,  in  order  to 
obtain  money  to  prosecute  internal  wars,  has  increased 
its  issues  from  200,000,000  milreis  in  1893  to  337,- 
351,000  in  1895. 

By  a  decree  of  December  9,  1896,  the  Brazilian 
government  has  provided  for  the  retirement  of  the 
bank  notes  and  the  substitution  of  paper.     The  gov- 
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ernment  assumes  responsibility  for  the  notes  now  in 
circulation  and  declares  that  the  powers  of  note  issue 
heretofore  granted  the  Bank  of  the  Republic  shall 
cease  to  exist. 

There  is  a  provision  in  the  law  establishing  the 
Bank  of  the  Republic  of  Brazil,  which  provides  for 
the  resumption  of  specie  payments  when  foreign  ex- 
change shall  have  been  maintained  for  one  year  at  par 
or  as  soon  as  the  forced  legal  tender  of  the  bills  shall 
be  suspended,  but  neither  appears  to  be  likely  in  the 
near  future. 

CHILE. 

There  are  twenty-four  banks  of  issue  in  Chile. 
They  existed  before  the  resumption  of  specie  pay- 
ments, which  was  effected  in  1895,  when  Chile  went 
on  a  hard  money  basis  by  reducing  the  amount  of  gold 
in  the  peso  or  dollar  to  correspond^  with  the  amount 
of  gold  that  could  be  bought  with  the  paper  peso.  A 
loan  of  JC2, 000,000  at  4^  per  cent  was  negotiated  to 
obtain  the  necessary  gold.  At  present  the  peso  is 
worth  36.49  cents  in  United  States  money,  and  gold, 
silver  and  paper  are  at  par. 

Before  the  passage  of  the  resumption  law  the  gov- 
ernment had  been  carelessly  liberal  to  the  bank,  prin- 
cipally because  of  services  rendered  the  government 
in  time  of  war.  The  banks  profited  by  it,  and  their 
dividends  had  averaged   18  per  cent  for  twelve  years. 

Under  the  present  system  the  banks  of  issue  are 
allowed  to  issue  notes  not  to  exceed  an  aggregate  of 
24,000,000  pesos.   These  notes  are  receivable  in  taxes 
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and  are  guaranteed  by  the  government,  the  bank  de- 
positing securities  for  their  full  amount  with  the  gov- 
ernment, which  securities  must  be  gold,  government 
bills,  government  bonds,  or  treasury  notes,  bonds  of 
mortgage  banks,  or  municipal  bonds  guaranteed  by 
the  state.  In  case  of  the  failure  of  a  bank  the  state  is 
to  dispose  of  these  guarantees  and  redeem  the  notes, 
thus  insuring  the  note  holders  against  loss. 

The  total  amount  of  bank  notes  in  circulation  in 
1 89 1  was  20,000,000  pesos,  and  at  the  end  of  1896 
this  was  practically  unchanged.  The  amount  of  gov- 
ernment paper  has  been  decreased  from  42,000,000 
pesos  in  1891  to  5,507,104  pesos  on  August  15, 
1896.  The  Bank  of  Chile  is  the  principal  bank,  its 
circulation  being  equal  to  the  aggregate  circulation  of 
the  other  banks. 

In  passing  it  may  be  stated  that  during  recent  years 
Chile  has  been  more  prosperous  than  any  other  South 
American  country. 

BOLIVIA. 

Two  banks  of  issue  exist  in  Bolivia.  These, 
known  as  the  Banco  National,  and  Bank  of  San  Fran- 
cisco Argandona,  have  charters  from  the  govern- 
ment, and  are  allowed  to  issue  notes  to  the  amount 
of  150  per  cent  of  their  paid-up  capital.  This  is  the 
only  paper  money  current  in  Bolivia,  but  the  gov- 
ernment is  not  interested  in  the  bank  as  a  share- 
holder, although  it  exercises  a  close  supervision  over 
its  operations  and  receives  a  tax  at  the  rate  of  9  per 
cent  per  year  on  all  the  profits,  which  amounts  to  60,- 
000  bolivars  a  year. 
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No  requirement  exists  as  to  the  maintenance  of  a 
specified  reserve.  That  actually  maintained  by  the 
banks  is,  however,  about  one-fourth  of  the  note  issue. 
Banks  must  redeem  all  of  their  notes  in  silver  as  pre- 
'  sented,  and  the  disposition  of  the  Indians  in  the  inte- 
rior to  hoard  silver  coin  makes  it  ditlicult  for  them  to 
secure  sufficient  specie  for  this  purpose. 

The  two  banks  had  an  aggregate  circulation  of 
5,191,382  bolivars,  which  is  much  less  than  the  limit, 
on  June  30,  1896.  Their  paid-up  capital  is  5,000, - 
000  bolivars. 

COLOMBIA. 

By  the  law  of  November  21,  1894,  the  National 
Bank  of  Colombia  was  reduced  to  a  bureau  of  the 
Treasury  Department  and  has  the  exclusive  right  un- 
der present  conditions  to  issue  money.  At  that  time 
paper  notes  for  ten  and  twenty  pesos  were  current, 
and  the  law  also  provided  for  the  retirement  of  these 
and  the  substitution  of  silver  pieces  of  the  same  de- 
nomination. The  amount  of  the  circulation  of  the 
National  Bank  on  December  31,  1895,  was  30,983,- 
806  pesos,  against  26,000,000  pesos  in  1894. 

It  is  the  announced  intention  of  the  government  to 
redeem  the  fractional  currency  in  silver,  and  then  to 
redeem  notes  of  larger  denominations  until  a  silver 
basis  shall  have  been  reached.  The  present  disordered 
state  of  Colombian  finances  is  partially  due  to  the  fact 
that  the  2,300,000  pesos  in  silver  which  the  govern- 
ment had  in  its  vaults  for  the  redemption  of  paper  cur- 
rency were  taken  by  the  President  and  sold  in  Panama 
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at  a  premium  of  $1.20,  and  the  proceeds  applied  to 
the  payment  of  the  army. 

In  anticipation  of  the  return  from  a  paper  to  a  silver 
basis,  the  government  has  provided  that  when  paper 
money  is  on  a  par  with  silver, banks  of  issue  may  be^ 
established, and  the  lixw  will  be  ready  to  hand  for  their 
authorization.  This  law  will  allow  the  banks  to  issue 
money  to  double  the  value  of  the  specie  held  by  them 
in  their  vaults.  A  tax  of  2  per  cent  will  be  imposed 
on  the  circulation.  This  law  will  probably  not  be  in 
force  for  some  years,  as  the  present  paper  currency  is 
irredeemable  and  gold  is  at  a  premium  of  160  per 
cent. 

VENEZUELA. 

Venezuela,  according  to  the  Bureau  of  the  Ameri- 
can Republics, has  inadequate  banking  facilities.  Three 
banks  have  been  established  under  the  law  of  May  7, 
1895,  and  are  located  at  Caracas  and  Maracaybo. 
These  are  very  profitable,  as  they  charge  from  1 2  to 
18  per  cent  interest  for  loans.  While  the  new  law 
nominally  allows  free  banking,  the  present  banks  are 
given  a  monopoly  by  the  obstacles  which  the  govern- 
ment throws  in  the  way  of  those  who  desire  to  open 
banks  in  the  country. 

The  law  allows  the  banks  to  issue  notes  to  the 
amount  of  half  their  paid-up  capital.  These  notes 
must  be  secured  by  a  cash  reserve  of  one-quarter  of 
the  capital,  or  one-half  of  the  note  issue.  The  notes 
are  not  a  legal  tender,  and  must  be  redeemed  by  the 
bank  on  demand.  The  circulation  was  4,494,000  boli- 
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vars,  on  June  30,  1896,  divided  as  follows:  Bank  of 
Venezuela,  1,60)5,900  bolivars ;  Bank  of  Caracas,  i,- 
634,100  bolivars;  Bank  of  IMaracaybo,  1,200,000 
bolivars. 

ECUADOR. 

There  are  three  banks  of  issue  in  Ecuador,  the 
Bank  of  Ecuador,  the  Bank  of  Commerce  and  Agri- 
culture, and  the  Bank  of  the  Union.  The  latter  is 
now  in  a  state  of  suspension  and  its  notes  are  at  a 
large  discount.  The  notes  of  the  other  banks  are  pre- 
ferred to  silver,  according  to  Minister  Tillman,  who 
says  the  banks  have  "a  deservedly  high  character." 

About  4,000,000  sucres  in  their  notes  are  outstand- 
ing. Nominally,  and  by  law,  these  are  supposed  to 
be  secured  by  a  cash  reserve  of  one  sucre  in  silver  for 
three  sucres  in  notes.  The  requirement  is,  however, 
violated,  the  actual  metallic  reserve  being  not  more 
than  one-fourth  of  the  circulation. 

There  is  no  legal  provision  for  the  redemption  of 
the  notes.  A  tax  of  4  sucres  per  1,000  is  imposed  by 
the  government  on  the  note  issues. 

PARAGUAY. 

The  Bank  of  Paraguay  and  the  Rio  de  la  Plata,  an 
institution  in  which  the  government  held  20,000  of  the 
70,000  shares,  formerly  issued  notes,  and  these  notes, 
to  the  amount  of  5,000,000  pesos,  are  still  in  circula- 
tion, although  the  bank  is  insolvent.  The  govern- 
ment was  interested  in  the  bank  as  would  be  any  other 
stockholder.  The  failure  of  the  bank  was  not  so  much 
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due  to  bad  management  as  to  the  commercial  crisis  in 
the  neighboring  country  of  Argentina,  which  affected 
Paraguay  almost  as  severely.  The  bank  was  ruined 
by  a  run  upon  it,  the  reserve  maintained  not  being 
sufficient  to  withstand  it.  The  paper  circulation  of 
5,000,000  pesos  is  only  worth  850,000  pesos  in  gold, 
or  a  per  capita  of  $1.35.  This  failed  bank  circulation 
is  the  only  money  in  the  country,  and  it  has  no  real 
value.  There  is  no  gold  coinage,  and  that  metal  must 
be  bought  at  a  premium  which  last  year  averaged  625 
per  cent.  Silver  is  also  hoarded.  The  nation  is 
therefore  to-day  practically  without  any  currency. 
There  has  never  been  a  mint  in  the  country,  and  what 
gold  and  silver  there  is,  is  of  foreign  coinage. 

Before  the  panic  the  country  was  very  prosperous 
with  its  paper  circulation. 

URUGUAY. 

All  government  paper  in  Uruguay  was  withdrawn 
before  September  30,  1892,  and  since  then  the  paper 
has  been  entirely  that  of  banks.  Experiments  have 
been  made  in  government  banking,  but  they  have  been 
failures.  The  National  Bank,  the  last  one  to  fail, 
whose  affairs  have  not  been  settled,  is  not  likely  to  be 
able  to  pay  the  500,000  pesos  notes  outstanding,  al- 
though they  were  made  a  prior  lien  on  the  assets. 
The  English  bank  of  the  River  Platte,  a  privately 
owned  bank,  failed  at  the  same  time. 

The  law  permitting  note  issues  was  recently  re- 
pealed after  the  failure  of  the  two  banks,  but  the  Lon- 
don and  River  Platte  Bank   and  the   Italian  Bank  of 
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the  River  Platte,  which  acquired  their  rights  of 
note  issue  before  the  repeal,  are  allowed  to  retain 
them.  They  are  allowed  to«issue  notes  to  an  amount 
not  in  excess  of  double  their  capital,  and  their  note 
issues  amount  to  3,474,970  pesos.  Each  bank  is  al- 
lowed to  make  its  own  arrangements  for  redemption, 
but  in  the  event  of  a  failure  to  redeem  the  notes  im- 
mediately in  gold,  the  bank  shall  be  declared  insolvent, 
and  the  notes  are  made  a  first  liei^  on  the  assets  of  the 
bank. 

PERU. 

Peru,  after  the  war  with  Chile,  abolished  all  bank 
notes  and  government* paper,  and  none  is  now  in  cir- 
culation, silver  being  the  sole  currency  of  the  nation. 
A  little  of  the  government  paper  remains  in  the  cash 
reserves  of  the  deposit  and  discount  banks. 

CENTRAL  AMERICA. 

Guatemala,  Salvador,  Nicaragua  and  Costa  Rica 
have  various  banking  systems.  In  Guatemala  banks 
are  given  the  right  of  note  issue  after  a  bargain  with 
the  government,  and  the  requirements  of  their  charter 
vary  in  the  case  of  the  four  banks,  the  cash  reserve 
being  from  fifty  to  sixty-six  per  cent.  The  four  banks 
are  the  International  Bank,  the  Commercial  Bank, 
the  Colombian  Bank  and  the  Bank  of  the  Occident. 
The  government  is  not  interested  in  any  of  the  banks, 
but  has  experts  who  examine  their  affairs  with  great 
care.  Their  aggregate  circulation  is  about  5,000,000 
pesos. 
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Six  banks  of  issue  exist  in  Salvador,  which  operate 
under  special  charters  granted  by  the  government. 
These  are  the  International  Bank,  Salvadorean  Hank, 
Western  Bank,  Bank  of  Ahuachapam,  Industrial  Bank 
and  the  London  Bank  of  Central  America,  the  head 
ollice  of  the  latter  of  which  is  in  England.  These 
banks  have  an  aggregate  circulation  of  about  5,000,- 
000  pesos,  the  notes  being  redeemable  in  silver  coin. 
The  concessions  provide  for  an  issue  to  the  amount 
of  twice  the  capital,  the  condition  being  that  they  shall 
have  at  all  times  in  their  vaults  coin  to  40  per  cent  of 
the  amount  of  their  circulation.  The  reserve  held  by 
the  Industrial  Bank,  which  lends  money  on  land,  is 
50  per  cent  of  its  notes,  but  30*  per  cent  of  its  mort- 
gages may  be  reckoned  as  coin. 

The  paper  currency  of  Nicaragua  consists  of  400,000 
pesos  of  government  notes  and  500,000  pesos  in  Bank 
of  Central  America  notes.  The  limit  of  government 
notes  is  500,000  pesos,  and  there  is  a  reserve  of  20 
per  cent  for  their  redemption.  The  London  Bank  is 
required  to  maintain  a  reserve  of  40  per  cent  of  its 
circulation. 

Costa  Rica  has  about  3,500,000  pesos  of  notes  of 
the  Bank  of  Costa  Rica  in  circulation.  There  are 
also  75,000  in  national  bank  notes  with  coin  deposited 
for  their  redemption,  but  the  government  does  not 
issue  notes.-  Costa  Rica  received  its  charter  in  1884, 
when  the  government  agreed  to  withdraw  its  notes, 
bank  notes  being  substituted.  The  note  issues  of  the 
bank  are  three  times  in  excess  of  the  capital. 

HAITI. 

The  National  Bank  of  Haiti,  which  was  founded 
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by  French  capital,  manages  the  finances  of  the  Haitian 
government.  It  coins  money  for  the  government  and 
its  charter  allows  it  to  .issue  notes.  The  government 
violated  the  charter  by  issuing  6,200,000  gourdes  in 
notes,,  in  spite  of  a  contract  stipulation  against  it. 
Since  then  the  Haitian  Bank  has  not  put  any  of  its 
notes  into  circulation. 

The  government  is  now  attempting  to  fund  its  bonds, 
which  pay  18  per  cent  interest,  and  its  paper  currency, 
creating  a  ne^  loan  which  will  pay  9  per  cent. 

COLONIAL  BANKS. 

The  Colonial  Bank  of  London  furnishes  the  bank 
note  circulation  of  the  British  colonies.  It  has  a  head 
ofhce  at  London  and  branches  in  each  of  the  colonies. 
It  had  a  circulation  of  Jt'i, 750^000  at  the  beginning  of 
1896.  Its  charter  was  granted  by  the  British  govern- 
ment. 

The  French  colonies  have  separate  banks,  which 
are  under  the  supervision  of  the  Minister  of  the  Colo- 
nies at  Paris.  They  have  an  aggregate  circulation  of 
15,000,000  francs.  Of  these,  the  most  prosperous  is 
the  Bank  of  Guadeloupe,  which  pays  a  dividend  of  20 
per  cent  on  a  capital  of  3,000,000  francs.  The  cir- 
culation of  these  banks  is  limited  to  three  times  their 
reserve ;  and  their  liabilities  to  three  times  their  capi- 
tal. 

The  Spanish  Bank  of  Cuba  provided  the  paper 
money  for  Cuba,  but  it  has  a  forced  circulation  and 
there  is  not  more  than  $1,000,000  of  the  notes  in  the 
island.  Porto  Rico  has  a  Spanish  bank  which  has 
about  1,500,000  piasters  in^ circulation. 


CHAPTER  XIV. 

BANKING  IN  ASIA,   AUSTRALIA  AND  AFRICA. 

Japan  is  the  only  Asiatic  country  possessing  a  bank- 
ing system  worthy  to  rank  with  those  of  Europe  and 
America.  A  nation  that  always  adopts  whatever  it 
considers  good  in  other  countries,  it  is  interesting  to 
note  that  the  drift  in  Japan  is  towards  a  single  bank 
of  issue.  As  the  charters  of  the  other  banks  expire 
during  1897  they  will  not  be  renewed,  and  the  Bank 
of  Japan  will  be  left  with  a  monopoly.  For  many 
years  government  paper  was  in  circulation,  but  during 
the  past  few  years  it  has  been  gradually  retired, the 
notes  of  the  Bank  of  Japan  being  substituted.  At  the 
beginning  of  1897  there  were  only  9,800,000  yen  of 
government  notes  in  circulation,  against  183,860,000 
yen  of  bank  notes.  Of  the  bank  notes,  Nippon  Ginko, 
or  Bank  of  Japan,  issued  164,176,000  yen. 

Local  banks  were  authorized  in  1872,  being  em- 
powered to  issue  bank  notes  on  the  security  of  govern- 
ment bonds,  under  a  law  very  similar  to  our  national 
bank  act.  Another  similarity  between  American  and 
Japanese  paper  currency  is  that  in  Japan  notes  are 
issued  by  the  Bank  of  Japan  against  silver,  which 
notes  bear  much  resemblance  to  the  silver  certificates 
current  in  the  United  States. 

The  Bank  of  Japan  was-  created  in  1882,  and  the 
law  provided  for  a  gradual  absorption  by  it  of  the 
note  issues  of  other  banks.     This  was  made  necessary, 
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Japanese  statesmen  say,  by  the  inflation  of  the  cur- 
rency. In  1879  there  were  155  banks,  with  a  note 
issue  of  34,000,000  yen.  Speculation  resuhed  and 
there  was  an  inflation  of  values  which  was  followed 
by  a  collapse. 

There  is  some  similarity  between  the  Bank  of  Eng- 
land and  the  Bank  of  Japan.  The  government  has 
no  interest  in  the  big  bank  in  either  country, whether 
as  shareholder  or  as  participator  in  its  profits,  and  in 
each  the  issue  and  banking  departments  are  kept  as 
separate  as  if  they  were  distinct  institutions 

The  charter  granted  in  1882  was  for  a  term  of  thirty 
years.  The  capital  was  fixed  at  20,000,000  yen  in  sil- 
ver. Notes  to  the  amount  of  85,000,000  yen  are 
allowed  to  be  issued  without  a  reserve.  Above  this 
the  circulation  is  limited  to  the  amount  of  specie  re- 
serve, which  must  be  held  in  full  as  security  for  notes 
beyond  the  authorized  limit.  In  order  to  give  an  elas- 
ticity to  the  circulation,  the  German  provision  allow- 
ing an  extension  of  the  circulation  beyond  the  author- 
ized issue  and  the  specie  reserve  was  adopted,  sub- 
ject to  a  penalty  of  5  per  cent.  By  virtue  of  this  pro- 
vision, whenever  money  is  worth  more  than  5  per 
cent  the  currency  may  be  expanded  by  the  bank  to 
supply  the  needs  of  commerce,  a  contraction  occurring 
when  money  is  again  cheap.  Notes  must  be  redeemed 
on  presentation,  and  in  silver  yen. 

The  system  of  inspection  of  the  bank  is  very  rigor- 
ous. Daily  reports  must  be  presented  to  the  finance 
minister,  and  the  penalties  for  defalcations  or  violations 
of  the  law  are  fine  and  imprisonment. 
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Another  important  bank  in  Japan  is  the  specie  bank 
which  was  organized  with  the  aid  of  the  government 
in  1880  to  enable  Japan  to  control  her  foreign  trade. 
Of  the  original  capital  of  3,000.000  yen  the  govern- 
ment subscribed  one-third.  The  specie  bank  en- 
couraged direct  importation  by  the  producers,  and 
soon  obtained  a  great  portion  of  the  business  which 
had  formerly  belonged  to  the  foreign  banks.  Branches 
have  been  established  in  New  York,  San  Francisco, 
London  and  other  important  markets,  and  payments 
for  export^  are  made  to  the  Japanese  at  these  branches. 
The  bank  is  one  of  the  strongest  in  Japan,  but  does 
not  issue  notes. 

CHINA. 

China  is  as  far  behind  Japan  in  its  banking  system 
as  it  is  in  everything  else  that  is  a  part  of  civilization. 
There  is  no  regular  banking  system,  just  as  there  is 
no  real  currency  system,  and  no  Chinese  coinage  ex- 
cept the  brass  "cash,"  of  which  15  are  worth  an 
American  one-cent  piece.  Silver  is  the  basis  of  value, 
the  Mexican  coins  being  the  standard,  but  all  silver  is 
measured  by  weight  and  not  reckoned  by  its  face 
value. 

The  bank  note  circulation  consists  almost  entirely 
of  the  notes  of  certain  foreign  banks,  the  Bank  of 
China,  Hong-Kong  Bank,  Bank  of  India,  Australia 
and  China,  and  the  National  Bank  of  China.  There 
are  also  provincial  banks  holding  native  charters,  but 
these  are  unimportant ;  little  is  known  of  their  system 
and  no  statistics  are  published  by  them  of  their  capi- 
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tal  or  circulation.  But  of  them  Minister  Denby  says 
in  his  report :  ''In  each  province  there  is  a  bank  which 
performs  the  function  of  the  treasury  for  the  govern- 
ment and  receives  the  taxes.  It  requires  payment  in 
purer  silver  than  is  current  and  thereby  makes  2  per 
cent  as  a  compensation  for  its  services.  The  Chinese 
banks  stand  high  in  popular  confidence.  Bills  are 
made  out  to  the  depositors  as  they  require  them,  and 
immediate  payment  of  the  bills  is  not  demanded." 

In  addition  to  the  provincial  banks,  which  are  not 
under  government  control,  there  are  purely  private 
banks  which  exist  chiefly  at  Pekin,  and  issue  notes  as 
low  as  ten  cents.  Their  circulation  is  not  large,  al- 
though they  are  allowed  to  issue  notes  to  as  great  an 
extent  as  they  choose.  There  is  no  legal  provision 
for  the  redemption  of  the  notes.  "Usually,"  writes 
Minister  Denby,  "when  disaster  comes,  the  banker' 
disappears  with  all  the  assets  and  the  loss  is  total." 
The  notes  rest  entirely  upon  the  credit  of  the  banks. 

The  foreign  banks  exist  under  the  charter  of  their 
home  government,  by  virtue  of  concessions  from  the 
Chinese  government. 

According  to  reports  from  Russia,  a  Russo-Chinese 
bank  has  been  organized  recently,  wdth  a  charter  from 
the  Pekin  government  permitting  it  to  engage  in  any 
business  it  chooses  and,  according  to  the  Moscow 
"  Viedomosti,"  it  has  unlimited  privileges  in  eastern 
Asia.  This  bateik  is  expected  in  time  to  become  the 
great  bank  of  China,  but  at  present  it  is  not  yet  fully 
organized,  and  the  news  is  onlv  valuable,  first  as  in- 
dicating  the  supremacy  of  Russia  in  China,  and  sec- 


142  BANKING  IN  ASIA, 

ondly   as  the   possible   birth   of  a   very   great  bank. 

The  Hong-Kong  Bank,  which  is  now  the  most  im- 
portant bank  in  China,  holds  a  charter  from  the  local 
government,  which  was  granted  in  1866.  Its  capital 
is  $10,000,000,  and  its  note  issues  are  limited  to  that 
amount;  on  December  31,  1896,  they  were  $9,500,- 
000.     A  reserve  of  at  least  one-third   must  be   held. 

The  total  issues  of  the  Chinese  banks  are  estimated 
at  $15,000,000. 

INDIA. 

In  India  the  paper  currency  is  limited  to  the  gov- 
ernment issues.  Formerly  there  were  banks  of  issue 
in  each  of  the  three  great  presidency  cities,  but  these 
were  forbidden  by  the  act  of  1861.  The  government 
currency  is  based  on  silver,  and  259,400,000  of  it  is 
in  circulation.  It  is  always  worth  par  and  has  been 
very  stable.  Foreign  bank  notes,  including  those  of 
the  chief  banks  of  the  Orient,  circulate  freely. 

FRENCH  INDO-CHINA. 

The  French  Bank  of  Indo-China  issues  notes  for 
Tong-King,  Annam  and  Cambodia.  It  holds  a  blanket 
charter  which  permits  it  to  issue  notes  to  an  unlimited 
amount.  In  1894  ^^^^  issue  was  22,482,000  piasters, 
against  which  there  was  held  a  reserve  of  only  1,546,- 
000  piasters,  the  issue  being  chiefly  secured  by  loans 
and  discounts,  of  which  the  bank  then  held  in  excess 
of  19,000,000  piasters. 

PERSIA. 

In  Persia  the  Imperial  Bank,  which   is   managed 
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by  a  board  of  directors  in  London,  supplies  all  of  the 
notes.  Its  capital  is  A' 1,000,000.  Notes  may  be 
issued  against  a  reserve  of  S3  per  cent,  which  notes 
are  paid  on  demand  and  reissued.  The  circulation  on 
September  20,  1896,  was  reported  to  be  ^-'82,203, 
against  which  there  was  a  reserve  of  i^  14, 489.  Of 
course  this  reserve  is  less  than  the  requirement  of 
its  charter,  but  the  officials  in  Persia  do  not  take  the 
trouble  to  enforce  the  law,  and  allow  the  bank  to  vio- 
late the  regulations  at  its  pleasure.  The  bank  is 
owned  by  English  capital. 

JAVA. 

An  important  Asiatic  bank  is  that  of  Java,  which 
furnishes  most  of  the  notes  for  the  Dutch  possessions 
in  the  East  Indies.  The  bank  was  founded  in  1828, 
with  a  capital  of  6,000,000  florins.  It  is  a  gold  stand- 
ard bank  and  issues  notes  to  the  value  of  45,000,000 
florins,  against  which  it  holds  but  6,000,000  florins 
in  gold,  but  a  small  part  of  which  is  a  reserve.  The 
issue  of  notes  is  unlimited. 

AUSTRALIA. 

Before  the  commercial  crisis  of  1893,  banking  in 
Australia  was  conducted  on  a  system  somewhat  simi- 
lar to  that  in  vogue  in  Scotland,  but,  not  being  well 
managed,  the  banks  were  unprepared  for  the  panic. 
The  failures  were  not  due  to  excessive  note  issues, 
the  circulation  being  restrained  within  reasonable 
limits.  The  cause  of  the  trouble  was  that  the  dis- 
counts and  advances  of  the  banks   were    in   excess  of 
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the  deposits,  and  loans  wore  too  loosely  made,  (^n 
this  account  the  banks  were  unprepared  for  the  panic. 
Fourteen  banks  failed,  together  with  their  many 
branches.  There  was  no  great  expansion  of  note 
issues  at  the  time,  and  the  panic  could  in  no  sense  be 
said  to  be  due  to  a  depreciated  currency,  or  inflation. 

The  lesson  then  learned  led  to  some  modifications 
of  the  banking  laws.  Notes  may  be  issued  in  excess 
of  the  coin  reserve,  but  not  for  a  greater  amount  than 
one-third  of  the  capital.  When  the  banks  failed,  the 
notes  were  unpaid  and  this  cast  discredit  upon  all  bank 
issues,  but  in  order  to  make  them  safe  in  the  future 
it  was  provided  that  the  notes  should  be  a  prior  lien 
on  the  assets. 

Australia  is  suffering  from  hard  times  caused  by  the 
withdrawal  of  foreign  capital  from  the  colonies.  This 
has  affected  values,  which  are  depressed.  The  re- 
sources of  the  colony  are  being  employed  to  pay  the 
interest  on  the  foreign  debt,  and  the  principal,  when 
due,  is  hard  to  meet.  This  has  led  to  subsequent 
failures.  The  amount  of  bank  note  circulation  on 
June  30,  1896,  was  X4, 384, 000,  with  JC 2 1,000,000  in 
gold  and  only  £1,600,000  in  silver,  which  latter  is 
subsidiary  coinage. 

AFRICA. 

Banking  in  Africa  is  almost  entirely  conducted  by 
foreign  institutions.  Credit  mediums  are  but  little 
used,  however.  The  note  issues  of  the  banks  form 
but  a  small  proportion  of  their  business,  and  there  is 
scarcely  a  bank  in  South  Africa  which  does  not  al- 
ways have  more  than  enough  money  on  hand  to  pay 
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its  notes.  The  Standard  Bank  has  the  largest  circu- 
lation, ^^750,000,  and  its  capital  is  <£'i, 000,000.  It 
does  a  large  business  with  readily  convertible  assets 
of  more  than  Jfio.ooo.ooo.  The  Bank  of  Africa  has 
only  i-\33, 000  circulation,  with  cash  on  hand  to  more 
than  a  million  pounds.  The  notes  of  these  banks  are 
a  legal  tender. 

At  Pretoria,  in  Transvaal, there  is  the  National  Bank 
of  South  Africa,  which  in  1895  had  a  circulation  of 
.£'130,000,  with  a  coin  reserve  four  times  as  great. 

Orange  Free  State  has  a  national  bank  which  has  a 
circulation  of  «£'35o,ooo,  with  a  cash  reserve  of  £600,- 
000. 

The  Bank  of  Algiers  and  its  branches  have  a 
monopoly  of  note  issue  in  the  French  possessions  in 
northern  Africa.  The  bank  is  modeled  on  the  Bank 
of  France  and  its  notes  are  a  legal  tender.  The  di- 
rector of  the  bank  is  appointed  on  the  nomination  of 
the  Minister  of  Finance.  The  circulation  is  limited 
to  the  difference  between  three  times  the  cash  reserve 
and  the  amount  of  deposits.  The  bank  has  a  circula- 
tion of  80,000,000  francs. 

There  is  a  bank  at  Reunion,  an  island  owned  by 
France  and  adjacent  to  Madagascar,  where,  even  be- 
fore the  French  acquired  possession,  they  were  in  the 
ascendant.  Notes  are  issued  by  the  Reunion  Bank 
to  the  amount  of  about  12,000,000  francs.  The  legal 
requirements  as  to  reserve  have  been  violated,  but 
this  has  been  winked  at  and  a  subsidy  was  recently 
granted  by  the  government  to  help  it  pay  its  liabilities. 

There  is  no  paper  money  whatever  in  Egypt.  None 
is  issued  either  by  the  government  or  by  the  banks. 


CHAPTER  XV. 

TWO  STATES    AS    BANKERS. EXPERIENCES    OF    SOUTH 

CAROLINA  AND  INDIANA. 

Those  who  contend  that  it  is  impossible  for  the 
State  to  conduct  a  successful  banking  business  do  not 
give  sufficient  importance  to  two  experiments,  made 
in  the  United  States — not  by  the  state,  using  the  word 
as  meaning  a  nation,  but  by  individual  states  of  the 
Union.  Reference  is  made  to  South  Carolina  and 
Indiana,  which  states  conducted  successful  banking 
institutions  managed  on  different  plans.  The  state 
was  the  sole  owner  of  the  Bank  of  the  State  of  South 
Carolina,  while  the  state  of  Indiana  was  a  partial  owner 
of  the  Bank  of  Indiana,  owning  one-half  of  the  stock. 
The  first  of  these  banks  existed  for  sixty  years,  and 
the  second  for  twenty-five  years.  Each  was  success- 
ful in  every  sense  of  the  word,  weathering  financial 
storms  that  wrecked  or  seriously  embarrassed  almost 
every  other  bank  in  existence,  and  each  discharged 
all  of  its  obligations  in  full  when  it  went  into  volun- 
tary liquidation. 

Of  the  other  banks  conducted  wholly  or  partly  by 
states,  those  of  Delaware  and  Missouri  were  reason- 
ably successful,  and  those  of  Kentucky.  Alabama, 
Mississippi,  Florida,  Louisiana,  Georgia  and  Ver- 
mont were  failures.  Two  unsuccessful  attempts  were 
made  in  Illinois.  The  lesson  taught  by  these  experi- 
ences would  seem  to  be  that   the   same  rules  govern 
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successful  banking,  when  conducted  by  the  state,  as 
when  conducted  by  individuals.  If  the  management 
of  a  bank,  wholly  or  partially  owned  by  the  state,  is 
in  the  hands  of  good  bankers,  who  know  their  busi- 
ness thoroughly,  and  these  men  are  honest  as  well  as 
capable,  then  the  bank  will  be  successful.  If  the  con- 
trary is  true  of  the  men,  then  the  bank  will  fail.  The 
regulations  under  which  the  bank  transacts  business 
are,  of  course,  also  of  importance,  but  not  of  as  great 
importance  as  the  capability  and  integrity  of  the  offi- 
cials. The  chief  objection  made  by  opponents  of  gov- 
ernment banking  is  that  officials  chosen  through  politi- 
cal influence  are  not  as  likely  to  be  honest  and  capable 
as  those  chosen  by  stockholders  who  have  a  greater 
pecuniary  interest  in  the  affairs  of  the  bank. 

The  chaotic  condition  of  commercial  affairs  in  South 
Carolina  during  the  War  of  1812  led  to  the  establish- 
ment of  the  Bank  of  the  State  of  South  Carolina.  To 
relieve  the  state's  citizens  from  the  effect  of  the  finan- 
cial turmoil  of  the  period,  it  was  decided  to  organize 
a  bank.  For  this  purpose  all  of  the  funds  and  secu- 
rities, of  whatever  kind,  the  state  had  on  hand,  were 
used,  and  these  included  United  States  bonds,  as  well 
as  all  sorts  of  debts  due  to  the  state.  The  idea  was 
that  these  should  form  a  fund  from  which  the  state 
could  loan  money  to  relieve  the  financial  distress  of 
ils  citizens.  The  original  cash  capital  thus  realized, 
when  the  bank  began  business  a  year  after  its  author- 
ization by  the  legislature,  was  $102,546.  As  the 
bank's  success  became  more  and  more  assured  the 
state  added  to  these  funds.     In  181 5  the  capital   was 
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$338,807;  in  1817  it  was  $722,879;  in  1818,  $1,052,- 
766,  and  in  1820,  $1,196,220. 

Besides  the  capital  with  which  the  bank  was  started 
it  had  as  a  reserve  fund  the  credit  of  the  entire  state, 
which  was  under  pledge  to  make  good  all  the  losses 
sustained.  Although  all  state  money  was  paid  into  the 
bank  and  paid  out  by  the  bank,  and  the  bank  was  in 
fact  the  treasury  department,  the  president  and  direc- 
tors, who  were  elected  annually  by  the  legislature, 
were  declared  a  corporation  and  vested  with  the  privi- 
leges of  a  corporation.  This  was  done  with  intent  to 
evade  the  constitutional  provision  that  no  state  shall 
emit  bills  of  credit.  While  the  notes  of  the  state  bank 
bore  a  close  resemblance  to  bills  of  credit,  and  were 
issued  by  the  authority  of  the  state — the  state  being 
responsible  for  them  and  receiving  the  whole  profit 
from  their  circulation — there  was  no  attempt  made  to 
declare  the  bank  unconstitutional,  for  as  the  bank 
directors  were  a  corporation,  the  business  was  done  in 
their  name  and  they  held  goods  and  chattels  for  their 
redemption,  and  might  be  sued  for  breach  of 
contract.  Bills  thus  issued  had  other  security  than 
the  good  faith  of  the  state,  and  constitutional  lawyers 
are  generally  agreed  that  there  was  nothing  unconsti- 
tutional in  the  conduct  of  the  State  Bank  of  South 
Carolina. 

The  bank  was  authorized  to  transact  a  regular  bank- 
ing business,  to  receive  money  on  deposit,  to  discount 
notes  when  secured  by  two  or  more  good  names,  said 
discount  to  be  made  at  six  per  cent  interest ;  to  lend 
money  for  not   more  than  one  year  on  mortgage  se- 
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curity,  providtid  that  the  amount  of  the  loan  was  not 
more  than  one-third  of  the  value  of  the  land,  and  no 
loan  on  real  estate  to  one  person  to  exceed  $2,000. 

The  mortgage  loans,  which  were  a  feature  of  the 
bank,  were  to  be  made  at  an  interest  of  7  per  cent, 
payable  in  advance.  The  directors  were  authorized 
to  continue  the  loan  at  their  discretion,  when  they  be- 
came due,  on  condition  that  the  borrower  should  re- 
pay at  least  one-tenth  of  the  principal  each  year.  To 
prevent  any  discrimination  in  mortgage  loans  and  that 
each  section  of  the  state  might  share  equally  in  the 
benefits  of  the  bank,  it  was  provided  that  the  loans  on 
mortgages  should  be  apportioned  equally  among  the 
legislative  districts. 

Notes  were  to  be  issued  without  limit,  except  that 
the  debts  of  the  banks — including  circulating  notes, 
over  and  above  the  deposits — were  not  to  exceed  twice 
the  capital.  No  interference  was  attempted  with  the 
other  banks  of  issue,  but  it  was  provided  that  the  Bank 
of  the  State  should  have  the  sole  privilege  of  issuing 
notes  of  less  value  than  $5.  This  privilege  was  used 
and,  at  times,  notes  of  as  small  denominations  as  6}( 
cents  were  issued. 

For  the  convenience  of-the  citizens,  branches  of  the 
bank  were  established  at  Columbia.  Camden  and 
Georgetown.  These  branches  were  not  profitable 
and  that  at  Columbia  was  conducted. at  a  great  loss, 
but  the  state  believed  their  existence  was  beneficial  to 
the  community. 

Ownership  by  the  state  was  not  unanimously  ap- 
oved  and  there  were  always  objections,  in  spite  of 
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the  prosperity  of  the  bank.  There  were  some  who 
urged  that  a  state  which  protested  as  vigorously 
against  the  right  of  the  federal  government  to  en- 
gage in  the  banking  business,  as  the  state  of  South 
Carolina  did  against  the  Bank  of  the  United  States, 
was  inconsistent,  to  say  the  least,  in  running  a  bank 
of  issue  of  its  own.  But  it  was  the  belief  of  the  South 
Carolinians  that  the  state  had  a  perfect  right  to  run 
a  bank,  while  the  nation  had  no  such  right ;  so  vigor- 
ous were  they  in  their  support  of  the  doctrine  of 
state's  rights. 

An  attempt  to  change  the  law^  was  made  in  1819, 
when  the  president  and  directors  who  were  in  office 
that  year,  made  a  report  to  the  legislature  in  which 
they  declared  that,  as  it  was  the  object  of  banking 
to  use  paper  as  money  as  far  as  possible  in  preference 
to  a  metallic  currency,  they  believed  that  all  money 
should  be  issued  b}'  the  government,  as  the  govern- 
ment only  could  adjust  its  volumes  to  the  needs  of  the 
community.  The  legislature  paid  no  attention  to  the 
communication. 

The  bank  was  conducted  with  great  ability  and  was 
a  success  from  the  very  first.  It  used  its  interests  to 
manage  the  finances  of  the  state  with  signal  success 
and  proved  of  great  advantage  to  the  citizens,  yet  was 
very  profitable.  In  18 16  it  made  16  per  cent,  but  the 
average  profits  from  18 19  to  1825  were  about  9  per 
cent.  In  1820  the  capital  of  the  bank  was  pledged 
for  the  redemption  of  the  public  debt.  This  was  done 
to  meet  the  expenses  consequent  on  the  establishment 
of  a  system  of  internal   improvements.      A  committee 
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of  investigation  in  1825  reported  that  the  bank  had  bad 
or  doubtful  debts  amounting  to  $100,000.  Of  course 
losses  were  frequently  sustained  by  the  bank,  for 
greater  risks  were  taken  than  would  have  been  made 
by  a  private  corporation.  Money  was  loaned  on  mort- 
gages and  these  were  of  some  embarrassment  to  the 
bank,  being  ditlicult  of  collection,  while  the  bank  was 
lenient  in  the  matter  of  foreclosures.  However,  the 
percentage  of  loss  on  them  was  small  and  was  amply 
repaid  by  profits  from  other  sources. 

One  service  done  the  community  by  the  Bank  of 
the  State  w^as  in  1838.  A  great  fire  had  destroyed 
the  greater  part  of  Charleston.  The  state  issued  $2,- 
000,000  worth  of  bonds,  which  the  bank  marketed  in 
London,  and  loaned  the  money  on  mortgages  on  land 
in  the  burnt  district,  thus  enabling  many  men  whose 
capital  had  been  destroyed  by  the  fire,  to  rebuild. 
Five  years  later  the  House  of  Representatives  of  the 
state  passed  a  resolution  declaring  that ''the  system 
of  borrowing  money  upon  the  public  faith  for  the  pur- 
pose of  lending  out  the  same  to  individuals  is  unsound 
in  principle  and  dangerous  in  practice." 

But  this  was  not  approved  by  the  Senate  and  no 
action  was  taken.  The  bank  was  shown  to  have  lost 
$473,000  in  bad  loans,  although  it  had  earned  profits 
averaging  more  than  seven  per  cent,  after  deducting 
them.  In  answer  to  a  resolution  from  the  legislature, 
F.  H.  Elmore,  then  president  of  the  bank,  sent  a  com- 
munication to  that  body  in  October,  1843,  in  which 
he  asserted  that  the  operations  of  the  bank  showed  a 
surplus  of  $116,701,  after  allowance  of  7  per  cent  in- 
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teresfper  annum  on  its  general  and  specific  capital, 
after  sustaining  two  unprofitable  branches  for  the  facil- 
itation of  business  by  citizens,  and  after  repeated  loans 
to  the  state,  amounting  at  one  time  to  $547,000, 
without  interest.  President  Elmore,  in  speaking  of 
profits,  said  in  his  report : 

''Strictly  speaking, we  understand  by  the  word  profits 
ilie  clear  gains  made  by  the  bank  and  paid  by  it  as 
dividends  or  profits,  either  into  the  treasury  or  to  the 
public  creditors,  or  carried  to  the  sinking  fund.  Such 
would  be  the  correct  rule  if  it  were  a  private  bank,  a 
machine  to  make  the  greatest  amount  of  dividends  on 
the  capital  employed  for  the  shareholders,  without 
regard  to  the  interests  of  the  state. 

''But  this  naM'ow  view  has  never  found  favor  with 
the  statesmen  of  South  Carolina.  And  she,  contem- 
plating the  question  from  her  high  position  of  a  sov- 
ereign, who  was  proprietor  both  of  her  people  and 
their  property,  has  f(!lt  that  she  best  subserved  her 
own  interests  b}'  promoting  theirs,  and  whatever  bet- 
tered their  condition,  improved  hers  also;  and  that, 
when  she  enabled  them  to  increase  their  wealth,  she 
was  hoarding  up  riches  in  her  own  best  treasury,  on 
which,  if  great  emergencies  should  come  in  her 
affairs,  she  could  make  her  drafts  with  confidence  that 
they  would  be  cheerfully  paid  by  a  loyal  people  de- 
voted to  her  service. 

^'She  could  not  but  know  that  under  the  principles 
she  prescribed  in  the  charter  for  the  management  of 
its  affairs,  if  the  bank  yielded  that  protection  and  gen- 
erous nourishment  to  the  enterprise,  industry  and 
peculiar  pursuits  of  her  citizens,  which  she  designed, 
she  must  be  content  with  more  moderate  dividends  on 
lier  capital,  and  look  for  a  large  share  of  her  real 
pn^tits.  to  the  convenience  and  advantages  it  would 
afford  in  state  affairs  and  to  the  improvements  which 
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would  follow  to  her  agriculture,  commerce  and  manu- 
factures/' 

Attention  was  called  by  Mr.  Elmore  to  the  fact  that 
advances  were  constantly  made  to  the  treasury,  and  two 
expensive  branches  were  maintained  which  diminished 
the  protits.  In  spite  of  this  the  president  showed 
profits,  over  interest  at  7  per  cent  on  the  original  capi- 
tal, to  be  as  follows : 

Whole  profits  of  bank  to  Oct.  i,  1843 $3,672,291 

Deduct  interest  at  7  per  cent 2,208,993 

Excess  of  profits  over  interest.... $1,463, 297 

It  is  interesting  to  note  the  explanation  given  by 
President  Elmore  for  the  success  of  this  bank  when  so 
many  state  banks  had  failed : 

^'My  impression  is,"  he  says,  ''that  most,  if  not  all, 
established  and  owned  exclusively  by  a  state,  have 
been  created  in  new  states  upon  plans  and  principles 
very  different,  and  where  crude  ideas  of  banking  and 
a  mania  for  speculations  were  prevalent,  and  where 
the  failures  of  private  banks  have  been  more  frequent 
and  signal,  and  would  afford,  therefore,  stronger 
proofs  against  private  banks." 

As  the  time  approached  when  the  charter  of  the 
bank  was  about  to  again  expire,  Governor  Seabury 
opposed  its  recharter.  In  his  message  he  said:  ''It 
is  a  dangerous  institution,  anti-republican  in  its  char- 
acter and  tendency."  He  also  called  attention  to  the 
inconsistency  shown  by  the  state  whose  representatives 
in  Congress  violently  opposed  a  Bank  of  the  United 
States,  while  endorsing  a  Bank  of  the  State  of  South 
Carolina.    Governor  Seabury  also  mentioned  the  fact 
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that  Hariiv^  l>rothcrs  of  Loiulwn  protested  against  the 
closing  of  the  bank  on  tlie  ground  that  the  institution 
maintained  the  credit  of  the  state,  whose  loans  were 
held  by  the  Barings.  At  that  time  the  bank  was  as 
successful  as  ever,  the  profits  for  the  year  having  been 

1^3^' 931- 

Governor  Means,  in   his   message    (November  24, 

1852)  to  the  legislature,  recommended  the  recharter 

of  the  bank.     We  quote  from  his  message : 

"This  institution  has  proved  itself  to  be  highly  use- 
ful and  safe  as  a  fiscal  agent  of  the  state, and  has  aided 
materially  in  sustaining  our  people  during  the  severe 
monetary  crisis  through  which  we  have  passed.  As 
all  human  institutions  are  imperfect,  no  doubt  some 
instances  of  mismanagement  have  occurred  in  the  con- 
duct of  its  affairs.  I  believe  that  the  only  mismanage- 
ment that  has  been  complained  of,  is  an  over-indul- 
gence of  some  of  its  debtors.  I  have  not  been  able  to 
learn,  however,  that  the  bank  has  sustained  any  losses 
from  this  cause.  In  some  instances  a  long  indulgence 
has  secured  the  final  payment  of  the  debt,  and  at  the 
same  time  enabled  the  creditor  to  secure  a  competence 
for  his  family  when  the  sudden  calling  in  of  the  debts 
would  have  resulted  in  heavy  losses  to  the  bank  and 
brought  ruin  and  bankruptcy  upon  the  debtor. 

"It  is  much  more  creditable  to  the  management  of 
this  institution  that  it  should  have  erred  in  this  partic- 
ular than  that  it  should  have  proved  a  relentless  cred- 
itor by  forcing  sales  of  property  at  a  ruinous  sacrifice. 
The  charters  of  man}-  of  the  private  banks  are  about 
to  expire;  and,  in  all  probability,  application  will  be 
made  to  you  for  a  renewal  of  them.  Whatever  may 
be  thought  of  the  policy  of  the  banking  system — were 
the  question  of  its  introduction  among  us  for  the  first 
time  made — one  thing  is  certain ;  it  has  so  completely 
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interwoven  itself  into  all  our  habits  of  business  that  to 
abandon  it  now  would  <rreatly  embarrass  the  commer- 
cial interest  and  probably  bring  ruin  upon  the  country. 
It  would  perhaps  be  wise  to  recharter  them  all :  yet 
some  check  ought  to  be  placed  upon  them.  I  know 
of  no  other  better  than  a  strong  bank  of  the  state. 
Another  argument  in  favor  of  its  recharter  is  the 
amount  of  taxes  it  saves  to  our  citizens.  During  the 
past  year  its  profits  have  amounted  to  $279,725.  which, 
of  course,  has  relieved  our  people  of  that  amount  of 
taxation. 

"I  know  that  great  fears  are  entertained  as  to  the 
political  power  which  a  strong  bank  of  the  state  could 
wield.  IBut  these  are  rather  imaginary  than  real,  if 
you  will  reflect  that  it  will  be  entirely  under  the  con- 
trol of  the  legislature.  Its  ofllcers  are  (Jected  annually 
and,  of  course,  could  be  removed  if  found  exerting 
any  influence  at  variance  with  the  true  interests  of  the 
people.  All  the  arguments  which  go  to  establish  our 
fears  that  a  corrupting  influence  might  be  exercised 
upon  the  politics  of  the  state,  will  apply  equally  to 
private  banks.  If  there  is  any  real  danger  of  such  in- 
fluences from  moneyed  monopolies,  it  is  far  better  that 
they  should  be  under  the  control  of  the  state  than  that 
they  should  control  the  state.  The  Bank  of  the  State 
is  directly  responsible  to  the  legislature,  while  the  pri- 
vate banks  are  perfectly  independent  of  it  from  the 
time  they  receive  their  charters  until  they  expire.'' 

The  circulation  of  the  Bank  of  the  State  in  1853 
was  $1,987,802.  That  of  the  other  banks  combined, 
at  the  same  time,  was  $3,083,672.  This  is  interest- 
ing as  showing  that  the  state  bank  and  the  private 
banks  were  able  to  exist  side  by  side  without  injury 
to  each  other. 

The  charter  was  renew^ed  in   accordance   with  the 
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recommendations  of  Governor  Means,  the  extension 
being  until  187 1.  The  bank  was  never  involved  in 
any  serious  difhculty  and,  even  during  the  w  ar,  it  was 
the  greatest  bank  in  the  South, maintaining  its  reputa- 
tion when  banks  were  breaking  all  around  it.  It  was 
put  in  liquidation  in  1870,  one  year  before,  and  it  paid 
all  its  obligations  to  depositors  and  note-holders.  Its 
circulation  was  never  depreciated  in  value,  and  the 
bank  enjoyed  an  enviable  reputation,  its  notes  being 
hoarded",  as  eagerly  as  gold,  whenever  there  was  a 
financial  disturbance.  This  trust  in  the  bank  existed 
not  only  in  South  Carolina,  but  in  all  neighboring 
states.  A  reserve  was  usually  maintained  of  one-third 
of  the  amount  hi  outstanding  notes,  although  it  was 
contended  by  the  directors  that  the  bank  could  main- 
tain a  larger  circulation,  in  proportion  to  its  capital, 
than  ordinary  banks,  because  the  state  was  responsible 
for  the  notes.  The  directors  never  took  advantage  of 
this  fact,  but  managed  affairs  so  that  advances  from  the 
state  were  never  required. 

STATE  BANK    OF  INDIANA. 

The  State  Bank  of  Indiana  was  established  by  the 
state  in  1834,  ^^^^  ^  capital  of  $1,600,000.  In  many 
respects  it  resembled  the  charter  of  the  Bank  of  the 
United  States,  but  it  contained  grants  and  obligations, 
privileges  and  restrictions  quite  unlike  those  which 
w  ere  to  be  found  in  any  other  bank.  Thirteen  branches 
were  established,  each  of  which  had  a  capital  of  'j>i6o.- 
000,  one-half  of  which  was  furnished  by  the  state,  and 
during  the  existence  of  the  charter  no  other  bank  was 
tc  be  allowed  to  exist  in  the  state. 
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At  that  time  there  were  no  capitalists  and  few  men 
of  moderate  means  in  the  state,  so  the  state  advanced 
62  j4  per  cent  of  each  subscription  for  the  subscriber, 
in  order  that  his  stock  might  be  fully  paid  up.  This 
was  to  be  secured  by  approved  mortgage  on  real 
estate,  at  one-half  its  appraised  value,  which  drew  in- 
terest at  6  per  cent,  but  the  stockholder  was  credited 
with  whatever  dividends  might  be  declared  on  the 
part  of  the  stock  paid  for  by  the  state.  As  in  most  of 
the  branches  the  dividends  largely  exceeded  6  per 
cent,  the  stockholders  were  owners  in  full  of  their 
stock  before  the  expiration  of  the  bank's  charter.  In 
the  case  of  the  Fort  Wayne  Bank,  of  which  Hugh 
McCulloch  was  manager,  the  stock  was  paid  for  in  full 
in  seven  years.  It  must  be  noted,  however,  that  Mr. 
McCulloch  only  received  $1,200  a  year  salary,  and 
that  James  Morrison,  president  of  the  chief  bank  at 
Indianapolis,  received  only  $1,300.  These  were  ex- 
ceptional salaries.  Very  few  bank  officials  received 
over  $1,000  per  annum  in  those  days. 

In  order  to  pay  for  its  stock,  and  the  advances  on 
behalf  of  the  shareholders,  the  state  sold  bonds  in 
London  at  5  per  cent,  which  were  secured  by  the  stock 
of  the  state  and  a  lien  upon  individual  stock  for  ad- 
vances. These  bonds  were  so  valuable  that  at  a  time 
when  all  other  bonds  of  the  state  were  regarded  as 
practically  valueless,  the  bank  was  unable  to  retire 
them,  even  at  a  good  premium. 

The  parent  branch  had  no  capital  of  its  own,  but 
consisted  of  a  president  and  a  board  of  directors,  who 
supervised  all  of  the  business  of  the  branches.     Of 
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these,  the  president  and  four  directors  were  named  by 
the  state,  and  one  director  by  the  shareholders.  The 
branches  were  under  the  entire  control  of  the  private 
shareholders.  The  earnings  of  the  branches  went  to 
these  shareholders,  including,  of  course,  the  state,  but 
all  dividends  were  declared  by  the  board  at  Indianap- 
olis. These  dividends  were  very  large.  The  state 
made  a  net  profit  over  the  cost  of  the  bonds  of  $3,- 
OQQ,ooo  by  the  operation  during  the  twenty-five  years, 
and  this  was  the  basis  of  her  large  school  fund.  The 
state  had  a  first  lien  on  the  assets  of  each  branch  for 
the  state's  stock  and  each  branch  was  liable  for  the 
debts  of  all  others.  The  bank  suspended  during  the 
crisis  of  1837,  three  years  after  its  organization,  but 
only  temporarily.  Afterwards  it  increased  in  pros- 
perity and  was,  during  its  existence,  regarded  as  one 
of  the  soundest  institutions  in  the  country. 

Loans  were  made  on  agricultural  lands  and  the  bank 
was  of  great  assistance  to  the  state.  The  pecuniary 
gain  was  not  the  only  benefit  derived  by  the  state  from 
the  bank.  At  the  commencement  of  business,  when 
the  agricultural  production  of  the  state  did  not  much 
exceed  the  demand  for  home  consumption,  a  large 
part  of  the  loans  were  necessarily  made  to  men  who 
were  buying  or  improving  lands.  No  considerable 
losses  were  sustained  on  the  loans.  As  in  the  case  of 
the  South  Carolina  State  Bank,  the  collections  were 
sluggish,  but  the  bank  was  lenient.  During  the 
depression  of  1837  the  advisability  of  holding  quick 
assets  was  impressed  upon  the  directors,  and  the  loans 
afterwards  made  were  chiefly  on  bills  of  exchange. 
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"What  the  state  needed/'  says  McCulloch  in  his 
"Men  and  Measures  of  Half  a  Century,"  "was  the 
means  for  sending  its  agricuhural  productions  to 
market.  Not  only  did  the  bank  furnish  the  needful 
means  for  sending  the  surplus  productions  of  the  state 
to  market,  but  by  judicious  loans  to  farmers,  to  en- 
able them  to  increase  their  stock  of  cattle  and  hogs, 
to  consume  their  surplus  of  corn,  which  loans  were 
taken  up  by  bills  of  exchange  drawn  against  ship- 
ments, it  greatly  stimulated  and  increased  production. 
I  do  not  exaggerate  when  1  say  that  the  profits  of  the 
state  upon  her  bank  stock  were  small  in  comparison 
with  the  increase  in  her  wealth  by  the  manner  in 
which  the  business  of  the  bank  was  directed." 

Although  none  of  the  officers  or  directors  had  had 
any  experience  in  banking,  yet  no  serious  mistakes 
were  made  by  them.  They  acquired  their  knowledge 
step  by  step,  and  developed  into  great  bankers.  It 
behooved  them  to  be  careful,  for  directors  were  indi- 
vidually liable  for  losses  resulting  from  any  infraction 
of  the  law,  unless  they  had  voted  against  the  same 
and  had  caused  their  protests  to  be  entered  on  the 
minutes.  No  officer  or  director  could  borrow  on  terms 
different  from  the  public,  nor  could  they  vote  on  any 
question  in  which  they  were  interested.  It  required 
a  five-sevenths  vote  to  lend  more  than  $500  to  any  in- 
dividual. 

The  notes  of  the  bank  w^ere  current  throughout  the 
west  and  south  and  were  always  in  demand.  There 
was  no  limit  to  their  amount,  except  that  the  debts 
due  to  or  from  any  bank  branch  (not  including  depos- 
its) should  not  be  more  than  double  the  capital  of  that 
branch.     The   maximum   circulation  was  ^3.860,000 
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in  1852.  The  free  banks  at  that  time  had  $i,5CX),C)oo 
circulation.  Then  the  monopoly  of  note  issue,  which 
had  been  vested  in  the  state  bank,  had  been  broken 
by  the  new  constitution  which  had  been  adopted  in 
1851.  The  directors  opposed  the  provision  as  a  vio- 
lation of  their  rights,  but  did  not  make  legal  protest. 
In  spite  of  the  competition  of  the  free  banks,  the  last 
seven  years  of  the  state  bank  were  its  most  profitable. 

When  the  charter  of  the  bank  expired  in  1859,  some 
politicians  secured  another  charter  under  the  same 
name,  without  giving  the  state  any  interest.  This 
bank  also,  of  which  Mr.  McCulloch  was  president,  be- 
came successful. 

These  two  banks,  of  South  Carolina  and  Indiana, 
are  exceptional  cases.  The  majority  of  the  state  banks 
established  on  similar  lines  were  failures,  but  the  fault 
was  not  in  the  system  so  much  as  in  their  manage- 
ment. 


CHAPTER  XVI. 

POSTAL  SAVINGS  BANKS. 

Every  enlightened  nation  in  the  world,  with  the 
exception  of  the  United  States,  Germany  and  Switzer- 
land, has  established  postal  savings  banks,  by  means 
of  which  people  of  comparatively  small  means  are  able 
to  deposit  a  part  of  their  earnings  with  the  govern- 
ment. Their  lack  is  supplied  partially  in  Germany 
by  municipal  savings  banks,  which  exist  in  most  of 
the  large  cities  of  the  empire ;  wh^le  in  Switzerland 
there  are  eighteen  cantonal  banks  as  well  as  the 
thirteen  private  banks,  which  afford  adequate  banking 
facilities,  for  the  country  is  densely  populated  and  no 
resident  of  the  country  is  far  distant  from  a  place 
where  he  may  deposit  his  earnings.  This  latter  is  not 
true  of  the  United  States,  for,  according  to  the  report 
of  Postmaster-General  Wanamaker,  in  1892,  the  aver- 
age distance  of  savings  banks  from  postoffices  was 
ten  miles  in  the  New  England  States,  twenty-five  miles 
in  the  Middle  States,  thirty-three  miles  in  the  South- 
ern States,  twenty-six  miles  in  the  Western  States 
and  fifty-two  miles  in  the  Pacific  States.  These  dis- 
tances are  practically  prohibitive  to  a  large  proportion 
of  Americans  and  reveal  that  the  United  States  is 
really  the  only  enlightened  country  in  the  world  which 
has  not  adequate  facilities  for  receiving  the  savings  of 
its  population.  There  are  no  postal  savings  banks  in 
China,  but  that  country  has  not  even  a  postal  system ; 
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yet  Japan,  which  has  a  postoflke  and  is  in  the  front 
rank  of  nations  in  most  important  matters,  has  a  postal 
savings  system  which,  aUhough  only  recently  estab- 
lished, is  very  successful. 

The  postal  savings  bank  had  its  origin  in  Great 
Britain,  in  1861,  and  the  adoption  of  the  measure  was 
due  to  a  great  degree  to  the  statesmanship  of  William 
E.  Gladstone.  The  idea  was  suggested  to  him  by  C. 
W.  Sykes.  A  Mr.  Whitehead  had  suggested  it  fifty 
years  previously,  but  his  ideas  were  in  a  rough  form, 
and  it  remained  for  Mr.  Sykes  to  put  them  into  proper 
shape  and  Mr.  Gladstone,  with  Sir  Rowland  Hill's 
aid,  to  modify  theiy  so  as  to  make  them  thoroughly 
practicable.  The  idea  was  opposed  by  some  of  his 
associates  in  the  cabinet,  but  Mr.  Gladstone  secured 
their  approval, and  Sir  Rowland  Hill,  the  father  of  the 
English  postal  system,  introduced  a  bill  in  support  of 
which  Gladstone  made  a  remarkable  speech,  which 
succeeded  in  changing  an  apparent  minority  of  the 
House  of  Commons  into  a  majority. 

The  postal  savings  banks  were  a  success  from  the 
day  when  they  were  opened  (September  16,  1861). 
During  the  first  year  2,535  depositors  deposited  X2,- 
000,000  with  the  government.  Now  one  person  out 
of  seven  in  England  is  a  depositor,  and  a  government 
report  dated  October  i,  1896,  places  the  number  of 
local  postoffices,  through  which  the  people  may  do 
savings  bank  business,  at  12,000,  and  the  deposits  ag- 
gregated on  September  26,  1896,  .f  106,078,515. 

The  postmasters  act  as  agents,  and  through  them 
the  depositors  may  deposit  money,  invest  it  in  govern- 
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ment  consols  (bonds),  insure  their  lives  or  buy  annu- 
ities from  the  government.  The  postoffice  banks  are 
so  admirably  managed  that  the  savings  banks  under 
private  management' do  not  attempt  to  compete  with 
them.  No  new  savings  banks  have  been  established 
since  the  government  began  to  receive  deposits,  and 
many  of  those  formerly  in  existence  have  gone  out  of 
business. 

Savings  bank  business  may  be  transacted  at  the 
postoffices  from  8  o'clock  in  the  morning  until  8 
o'clock  at  night  every  day  in  the  week.  The  law 
allows  one  person  to  have  only  a  single  account,  and 
the  government  insists  that  it  shall  have  a  monopoly 
of  the  savings  bank  business  of  any  depositor,  requir- 
ing the  would-be  depositor  before  opening  an  account 
to  make  affidavit  that  he  has  no  account  with  any  other 
bank.  Separate  accounts  may,  however,  be  kept  by 
husband,  wife,  or  the  different  members  of  a  family. 

No  smaller  deposit  than  i  shilling  will  be  received 
by  the  government,  but  in  order  to  encourage  thrift 
among  children  and  the  very  poor  people,  blanks  are 
furnished  containing  spaces  for  twelve  penny  stamps. 
The  depositor  may  buy  penny  stamps,  as  he  obtains 
money,  affix  them  to  the  blank  until  he  has  twelve  of 
the  stamps  on  his  blank,  when  he  may  open  an  ac- 
count, or  deposit  it  with  his  account,  receiving  credit 
for  a  shilling.  Other  special  facilities  are  afforded 
the  smaller  children  to  make  deposits.  Until  two 
years  ago  only  ^^30  could  be  deposited  within  a  single 
year,  but  this  limitation  was  removed  on  the  ground 
that  it  was  disadvantageous  to  workingmen  who  were 
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not  allowed  to  save  in  season  of  great  prosperity  against 
time  of  want,  so  the  limit  was  advanced,  on  recom- 
mendation of  Postmaster-General  Morley,  to  ^£"50. 
More  than  Jt^5o  can  be  deposited,  but  without  interest, 
and  when  a  depositor's  account  reaches  i.'200  no  further 
deposit  will  be  received  from  him.  Interest  on  ac- 
counts of  less  than  £^0  is  allowed  at  the  rate  of  2^ 
per  cent  a  year. 

When  a  depositor  washes  to  increase  his  savin<(s 
above  Jt.'200  he  can  do  it  by  buying  consols.  These 
consols  are  a  governmental  security  of  Great  Britain. 
In  1 75 1  a  large  part  of  the  public  debt,  nine  separate 
loans,  being  in  the  form  of  annuities,  were  consoli- 
dated in  a  3  per  cent  bond  or  stock.  The  name  of 
consols  was  given  them  as  an  abbreviation  of  the  word 
consolidated.  In  1888  the  3  per  cents  were  converted 
into  2%  per  cents,  w^hich  rate  in  1903  is  to  be  reduced 
to  2^  per  cent.  The  stocks  now^  constitute  more  than 
one-half  of  the  debt  of  Great  Britain,  and  their  price 
is  regarded  as  a  gauge  of  the  national  credit.  They 
were  quoted  at  112  on  March  12,  1897. 

A  person  may,  through  the  postoflice,  invest  any 
amount  from  i  shilling  upward  in  these  consols  or 
bonds,  at  the  current  market  price.  But  not  more  than 
JC200  in  consols  can  be  bought  during  one  year  through 
the  postofHce,  and  not  more  than  i'500  can  be  obtained 
through  the  postoflice  by  one  individual.  This  allows 
a  person  to  hold  ^'500  in  consols  and  have  .t'200  on 
deposit  at  a  postoflice  savings  bank. 

The  government  will  buy  consols  as  well  as  sell 
them.      It  charges  a  commission  of  9d  on  each  trans- 
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action  for  the  purchase  or  sale  of  stock  of  less  than 
£2^.     For  amounts  between  JC25  and  JC50  the  com 
mission  is  15CI,  and  so  on  to  2s  3d  for  each  transaction 
in  consols  between  =£75  and  Jt'ioo. 

These  provisions  have,  in  the  opinion  of  the  Eng- 
lish government,  been  very  successful.  By  their  means 
thousands  of  working  people  are  now  holders  of  con- 
sols who,  were  it  not  for  the  cheap  and  easy  facilities 
placed  within  their  reach,  would  not  have  bought  them. 
They  are  thus  held  by  the  great  masses,  and  few  peo- 
ple in  England  are  too  poor  not  to  hold  consols. 
Working  people  left  to  themselves  would  be  apt  to 
fight  shy  of  stockbrokers  and  not  buy  them,  but  when 
allowed  to  purchase  them  direct  from  the  government 
they  are  quick  to  take  advantage  of  the  opportunity. 
Another  important  point  is  that  it  prevents  the  hoard- 
ing of  money,  as  would  be  the  custom  by  many  who 
have  a  prejudice  against  savings  banks.  Even  these 
people  have  the  most  absolute  confidence  in  the  gov- 
ernment, and  the  temptation  to  hoard  is  discouraged. 
Vfery  little  money  is  hoarded  in  Great  Britain  except 
by  misers.  At  the  close  of  1895  the  amount  of  consols 
standing  to  the  credit  of  postal  depositors  was  ^6,949,- 
948,  held  by  68,949  persons. 

Insurance  may  also  be  had  through  the  postofTice 
department,  but  the  amount  for  which  a  life  may  be 
insured  is  not  in  excess  of  i^ioo.  Nor  can  insurance 
be  had  for  less  amount  than  ^5,  Another  provision 
is  that  children  between  the  ages  of  8  and  14  years 
may  be  insured  for  JC5,  the  idea  being  to  provide  for 
the  expense  of  their  burial. 
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The  government  insurance  business  is  conducted  In 
much  the  same  way  as  that  of  the  reglar  insurance 
companies.  The  payments  may  be  either  by  means 
of  a  lump  sum  or  by  annual  premiums.  The  sums 
for  which  insurance  is  taken  may  be  payable  either  at 
death  or  at  the  age  of  55,  60  or  65,  or  sooner  if  death 
occurs;  or  they  may  be  endowment  policies  payable 
at  the  expiration  of  periods  of  ten,  fifteen,  twenty, 
twenty-five,  thirty,  thirty-five  or  forty  years. 

The  table  of  rates  is  too  extensive  to  be  given  here, 
but  as  an  example  it  may  be  stated  that  a  man  or 
woman  between  the  ages  of  24  and  25  can  be  insured 
for  X 10  by  a  payment  through  life  of  4s  4d  a  year,  or 
by  a  penny  a  week,  or  by  an  annual  payment  to  the 
age  of  60  of  4s  lod,  or  by  a  single  payment  of  £^  9s. 

Payments  for  life  insurance  can  be  made  through 
the  12,000  postoffices  doing  a  banking  business.  They 
need  not  be  paid  in  annual  sum,  but  may  be  paid 
through  the  postoffice  in  sums  of  not  less  than  i  shil- 
ling. Blanks  are  provided  for  the  affixing  of  a  penny 
stamp  for  smaller  amounts,  w^hich,  when  containing 
twelve  stamps,  valued  at  a  shilling,  are  accepted  as 
payment  of  a  shilling  in  premiums.  Another  provi- 
sion is  that  if  the  insured  has  an  account  with  the  gov- 
ernment his  premium  may  be  deducted  from  his  ac- 
count as  it  becomes  due,  without  his  being  troubled  in 
the  matter  beyond  receiving  notice  that  the  deduction 
has  been  made. 

Medical  examinations  are  not  necessary  when  the 
insurance  is  for  a  smaller  sum  than  JC25,  but  if  in  such 
a  case  the  insurer  should  die   before   the  second  pa\- 
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ment  is  due,  only  the  amount  of  the  first  premium  will 
be  paid;  if  he  dies  before  the  third  payment,  half  of 
the  amount  of  the  insurance  will  be  paid.  After  the 
third  payment  he  receives  the  full  amount,  as  he  does 
in  any  case  should  it  be  shown  that  his  death  was  due 
to  accident.  During  1895,  720  life  insurances,  amount- 
ing to  Jl*38,358,  were  granted,  and  on  December  31, 
1895,  the  number  in  existence  was  10,024  ^^^  .£616,- 
522. 

Annuities,  both  immediate  and  deferred,  may  be 
secured  through  the  postofiice.  The  immediate  annui- 
ties are  secured  by  the  payment  of  a  lump  sum.  If  a 
man  at  the  age  of  30  pays  the  government  £204  los 
lod  lie  can  secure  an  annuity  of  iCio,  which  will  be 
paid  him  each  year  as  long  as  he  lives.  The  table 
of  rates  is  long  and  is  based  on  the  expectancy  of  life 
at  various  ages.  The  deferred  annuities  cost  propor- 
tionately less.  A  boy  at  10  can  by  the  payment  of 
Jt'5  IIS  9d  have  purchased  for  him  an  annuity  of  £1, 
payable  after  the  age  of  50,  and  a  larger  annuity  for 
a  proportional  sum.  In  the  case  of  these  deferred 
annuities,  if  the  person  in  whose  favor  they  are  made 
dies,  the  amount  expended  for  their  purchase  is  re- 
funded to  the  legal  heirs  of  the  beneficiary. 

All  of  these  branches  to  the  postoffice  savings  bank 
system  have  been  found  to  work  very  well  in  Great 
Britain,  and  they  have  been  of  such  benefit  to  the 
masses  that  it  is  not  likely  that  they  will  ever  be  re- 
pealed. Experiment  has  proved  their  success,  as  is 
revealed  by  the  following  table,  which  shows  the 
operations  of  the  postal  savings  banks  of  Great  Britain 
during  the  years  1885  to  1895,  inclusive: 
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Accounts  Remaining 

Year. 

Open  Dec.  31. 

Deposits. 

Withdrawals. 

1885 

3,535.650 

i*  1 6, 126,807 

i:i3,202,742 

1886 

3,731,4^1 

16,866,442 

13,689,943 

1887 

3.95i'76i 

17,780,006 

14,680,278 

1888 

4,220,927 

20,385,064 

15,802,735 

1889 

4,507,809 

21,357,493 

16,814,267 

1890 

4'^27,3i4 

22,544,047 

17,908,860 

189I 

5' 1 1^,395 

22,993,050 

19,019,855 

1892 

5.452,316 

24,591,294 

20,346,217 

1893 

5-748,239 

26,509,128 

21,764,566 

1894 

6,108,763 

32,455,352 

23,786,927 

1895 

6,297,271 

34,301,205 

25,698,296 

The  total  amount  of  deposits  at  the  end  of  1895  was 
^.'97,868,975.  The  withdrawals  include  payments 
made  on  the  purchase  of  annuities,  and  money  invested 
by  depositors,  through  the  postoffice,  in  government 
bonds,  or  consols.  The  total  deposits  on  September 
26,  1896,  was  i: 1 06, 078, 5 15. 

CANADA  AND  NEW  ZEALAND. 

Systems  similar  to  that  of  Great  Britain  have  been 
established  in  the  colonies  of  Great  Britain,  the  first 
to  follow  suit  being  Canada,  in  1868.  Postal  savings 
banks  have  been  established  at  all  money  order  post- 
offices  in  the  Dominion.  Deposits  of  one  dollar  and 
upwards  are  received  from  any  depositor,  but  no  de- 
posit of  a  greater  sum  than  $1,000  may  be  made  at 
one  time,  and  no  rnore  than  $3,000  is  allowed  on  the 
books  exclusive  of  interest.  No  interest  is  allowed 
on  any  sum  exceeding  $3,000,  which  is  higher  than 
the  limit  in  most  countries  using  the  system.  The 
rate  of  interest  on  deposits  below  that  sum  is  3)^  per 
cent. 
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Every  depositor  is  required  to  give  his  name,  occu^ 
pation  and  residence  and  to  sign  a  declaration  that  he 
is  not  directly  or  indirectly  entitled  to  any  sums  standi 
ing  in  his  own  name  or  in  the  names  of  any  other  per- 
son in  the  books  of  the  Postoflice  Savings  Bank,  and 
also  that  he  will  allow  his  deposits  to  be  regulated  ac^ 
cording  to  the  regulations.  When  the  deposit  is 
made  in  behalf  of  a  child,  the  signature  of  the  parent 
or  friend  must  also  accompany  it. 

When  a  depositor  wishes  to  withdraw,  he  fills  out 
an  application  and  it  is  forwarded  to  the  postmaster 
general,  who  sends  the  applicant  a  check  on  the  Bank 
of  Montreal.  This  causes  greater  delay  than  under 
the  English  system,  where  deposits  may  be  w^ithdrawn 
even  by  telegraph.  The  local  postmasters  in  Canada 
are  expected  to  cash  the  checks  received  from  the 
postmaster  general,  if  they  have  sufficient  funds  on 
hand  for  the  purpose. 

The  postal  savings  bank  business  has  shown  a  steady 
growth  in  recent  years,  as  is  shown  by  the  following 
table,  which  gives  totals  up  to  the  end  of  June  30  of 
each  year : 

Total  Amount 

Year.  No.  of  Deposits.  Amount  of  Deposits.  Withdrawals.  to  Credit. 

1869  16,653  $  927,885  $  296.754  t     856,814 

1879  43.349  1.973.243                          1.773.448  3.105.190 

1889.  166,235  7.926,634                           7.532,145  23,011,422 

1890  154.678  6,599,896           8.575,041  21.990.653 

1891  147.672  6,500,372           7.875.977  21.738.648 

1892  145.423  7,056,002           7,230,839  22,298,401 

1893  148.868  7,708,888           6,631,578  24.153.193 

1894  145.960  7.524.286           7.473.585  2^,257.8<<8 

1895  J43.685  7,488.028           7,310.291  26.805,542 

1896  155.398  8,138,947           7,406,066  28,932,929 

During  the  fiscal  year  ending  June  30,  1896,  the 
depositors   received  $944,524   in    interest.      The  ex- 
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pense  of  management,  including  salaries,  compensation 
to  postmasters,  inspection,  etc.,  was  $58,340. 

It  is  said  that  the  deposits  would  be  largely  increased 
if,  as  in  Great  Britain,  there  were  provisions  for  de- 
posits of  less  than  one  dollar. 

Of  the  other  English  colonies  the  savings  banks  of 
New  Zealand  are  most  successful ;  the  number  of  de- 
posits is  more  than  200,000  and  amount  to  ^2,500,- 
000.  It  is  noted  that  the  recent  bank  failures  in  that 
colony  have. caused  an  enormous  increase  in  the  num- 
ber and  amount  of  deposits  in  the  postal  banks. 

BELGIUM. 

Great  Britain's  postal  savings  bank  system  had  been 
in  operation  for  four  years  before  it  was  adopted  by 
any  other  nation,  the  first  to  follow  the  example  being 
Belgium,  which  adopted  the  system  in  1865,  ^^^ 
modified  it  considerably  in  1869.  Deposits  of  less 
than  one  franc  are  not  allowed  in  Belgium,  nor  may 
they  exceed  3,000  francs  in  two  weeks.  There  is  no 
limit  on  the  total  amount  of  money  on  credit  to  one 
depositor.  In  making  deposits  of  less  than  one  franc 
postage  stamps  maybe  used,  thus  allowing  the  saving 
of  five  or  ten  centimes  (one  and  two  cents)  at  a  time, 
until  a  franc's  worth  of  stamps  shall  have  been  saved. 
To  facilitate  the  making  of  deposits  by  residents  of 
the  rural  districts,  letter  carriers  are  authorized  to  re- 
ceive deposits,  which  may  not  be  in  excess  of  500 
francs.  One  must  go  to  the  postoffice,  however,  to 
open  an  account. 

Before  making  the  first  deposit  a  person  is  required 
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to  sign  a  statement  that  he  is  familiar  with  the  laws 
and  regulations  under  which  the  system  is  conducted. 

When  the  deposits  are  received  they  are  immedi- 
ately added  to  the  funds  of  the  government,  and  in- 
terest at  3  per  cent  is  added  to  the  principal  on  the 
fifteenth  of  each  month.  Withdrawals  may  be  made 
whenever  desired,  and  opportunities  are  afforded  for 
the  purchase  of  government  securities  at  2,  2^^  and 
3  per  cent ;  in  fact,  the  government  presents  each  de- 
positor W4th  a  little  pamphlet  giving  the  prices  of 
bonds,  or,  as  they  are  called,  rentes. 

Besides  receiving  deposits  the  government  postal 
savings  banks  make  loans,  which  may  not  be  for  less 
than  200  francs  ($40).  These  loans  run  from  fifteen 
to  sixteen  months  and  no  guarantee  is  required, but  the 
applicant  must  show  that  he  is  of  good  character 
and  will  pay  his  debts  when  able. 

The  number  of  depositors  in  1894  was  1,053:699, 
in  a  population  of  6,100,000,  and  the  amount  of  de- 
posits at  the  end  of  the  year  was  427,317,065  francs. 

AUSTRIA. 

In  1868  postal  savings  banks  were  established  in 
Austria,  and  since  then  branches  have  been  opened  in 
nearly  every  postoffice.  No  deposits  may  be  made 
for  a  smaller  amount  than  50  kreutzer  (24  cents),  and 
every  amount  larger  than  this  must  be  at  least  double 
that  sum ;  but,  as  in  other  countries  except  Canada, 
provision  is  made  for  the  saving  of  small  sums  by 
allowing  postal  cards  to  be  used,  additional  stamps 
being  added  to  the  5  kreutzer  stamp  until  50  kreutzers 
in  stamps  shall  have  been  affixed. 
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The  depositor  must  sign  his  name  in  his  pass  book 
for  purposes  of  identification,  and  if  he  desire,  he  is 
also  given  a  watchword  as  additional  security. 

No  depositor  is  allowed  to  have  a  greater  amount  in 
the  bank  than  1,000  florins,  and  when  a  deposit  reaches 
that  sum  the  government  notifies  him  to  reduce  it.  If 
he  does  not  do  so  within  one  month,  bonds  are  bought 
for  him  by  the  government,  at  the  market  price. 
Bonds  may  also  be  bought  at  an}^  time  by  depositors. 
Interest  at  the  rate  of  3  per  cent  is  computed  annually 
and  added  to  the  principal. 

As  in  Belgium, postmen  in  rural  districts  are  allowed 
to  collect  deposits;  and  in  1895  they  collected  73.366 
separate  deposits.  Children  take  advantage  of  the 
system  to  a  large  extent  and  in  1895,  479,418  books 
were  issued  to  children. 

An  average  balance  of  100  florins  entitles  a  person 
to  open  a  checking  account,  but  a  charge  of  60  cents 
is  made  for  a  check  book. 

During  the  year  1895,  1,917,784  deposits  aggregat- 
ing 37,160,508  florins  were  made,  and  667.335  with- 
drawals aggregating  31^338, 747.  The  figures  for  the 
previous  year  (1894)  were:  Deposits,  1.759,937, 
amounting  to  32,571,870  florins  :  withdrawals, 599,635, 
amounting  to  27,826,757  florins.  The  number  of  per- 
sons holding  accounts  was  1,063,358,  with  92,084,332 
florins. 

ITALY. 

Following  Austria  came  Italy,  whose  system  was 
established  in  1875.     Deposits  are  accepted  from  one 
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lira  to  1,000  lire,  and  five  and  ten  centesimi  stamps  are 
issued  for  amounts  less  than  one  lira.  Deposits  are 
received  at  all  postoffices,  and  depositors,  at  their  re- 
quest, may  have  their  deposits  converted  into  govern- 
ment bonds  which  draw  interest  at  2%  per  cent. 

The  funds  are  invested  in  loans  to  provinces  and 
communes,  in  fundable  bonds,  and  in  accounts  current 
with  the  treasury  itself.  This  investment  is  managed 
by  a  deposit  and  loan  bank  which  divides  the  profits 
with  the  depositors,  interest  at  the  rate  of  3%^  per  cent 
being  paid  annually. 

In  1893  Italy  had  4,686  offices,  and  2,673,127  de- 
positors, with  a  total  sum  of  400,039,468  lire  to  their 
credit.  The  deposits  during  the  year  amounted  to 
256,023,437  lire  and  the  withdrawals  to  233,295,260 
lire. 

FRANCE. 

There  is  less  red  tape  about  the  French  system, 
which  was  established  in  18S1,  than  there  is  in  almost 
any  other.  In  order  to  bring  the  advantages  of  the 
system  within  the  reach  of  everybody,  the  whole 
splendid  machinery  of  the  French  postal  and  telegraph 
departments  is  placed  at  the  disposal  of  the  institution, 
and  in  most  cases  without  charge.  Money  may  be 
deposited  or  withdrawn  at  any  postoffice  in  France, 
Corsica,  Algeria,  and  in  Constantinople  or  Smyrna. 
Notice  of  withdrawal  must,  however,  be  given  in  ad- 
vance, but  the  repayment  is  made  within  eight  days 
at  the  longest. 

Deposits  are  received  in  sums  of  not  less  than  one 
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franc,  but  for  the  encouragement  of  small  depositors 
slips  are  given  on  which  stamps  for  any  amount  may 
be  afhxed,ancl  deposited  when  the  sum  of  one  franc  is 
r,aved.  The  account  of  any  depositor  may  not  exceed 
2,000  francs. 

Interest,  paid  at  3  per  cent,  is  computed  annually. 
Government  securities  (rentes)  are  purchased  free  of 
charge  for  an}-  depositor  whose  account  is  ten  francs 
or  more.  The  funds  received  are  invested  in  govern- 
ment bonds  by  treasury  officials. 

In  places  where  there  are  no  postoffices,  deposits 
may  be  made  with  the  letter  carriers  who  visit  the 
rural  regions.  Thirty  per  cent  of  the  depositors  are 
farm  laborers,  and  they,  with  domestic  servants,  arti- 
sans, women  and  children,  form  the  bulk  of  the  de- 
positors. 

On  December  31,  1894,  the  postal  savings  banks 
had  2,293,930  accounts,  to  the  value  of  674,318,599 
francs, 

SWEDEN. 

The  postal  savings  bank  system  has  been  in  oper- 
ation in  Sweden  since  1884.  The  minimum  deposit  is 
one  krone,  but  savings  stamps  are  sold  for  smaller 
amounts,  which  stamps  may  be  affixed  to  a  card.  The 
receipt  of  deposits  is  acknowledged  by  coupon  receipts 
of  the  denominations  of  i,  2,  5,  10,  20,  50  and  100 
kroner. 

Investment  is  made  of  the  savings,  in  bonds  issued 
b}^  the  government  and  municipalities,  in  the  bank  of 
Sweden,  or  in  direct  loans  to  municipalities. 


POSTAL  SAVINGS  BANKS  1 75 

At  the  end  of  1S93  the  Postoffice  Savings  Banks 
had  325,498  depositors,  and  23,417,475  kroner  of  de- 
posits. 

OTHER  NATIONS. 

The  postal  savings  system  was  •  introduced  into 
Hungary  in  1886,  where  it  is  conducted  on  the  same 
lines  as  in  Austria.  The  Netherlands,  Finland  and 
Hawaii  followed  in  the  same  year, and  Russia  adopted 
the  system  in  1889.  "^^^  ^^^^  nation  to  adopt  it  was 
Japan,  in  1895,  and  on  July  31,  1896,  that  country  had 
1,223,089  depositors,  with  28,965,427  yen  to  their 
credit. 

UNITED  STATES. 

Many  attempts  have  been  made  to  bring  about  the 
adoption  of  the  system  by  the  United  States,  and 
twenty-five  bills  have  been  introduced  for  the  pur- 
pose at  different  times.  They  were  first  recommended 
by  Postmaster-General  Cresswell  in  187 1 ;  who,  two 
years  afterwards,  made  a  strong  argument  in  their  be- 
lialf  in  his  annual  report.  In  1881  Thomas  F.  James, 
then  postmaster,  recommended  their  introduction,  and 
a  bill  was  introduced  by  Chairman  Lacey.of  the  post- 
office  committee,  which  bill  was  supported  by  many 
individuals  and  organizations.  This  bill  provided  that 
deposits,  to  the  amount  of  not  less  than  ten  cents  or 
more  than  $100,  should  be  received  at  all  money  order 
postofilces.  Interest  was  to  be  paid  at  2  per  cent  on 
all  sums  over  $3.  No  person  was  to  have  a  greater 
sum  than  $500  to  his  credit. 

But   the    most    ardent   advocate   of   postal    savings 


176  POSTAL  SAVl.Nt.b    BANKS 

banks  was  Postmaster-General  Wanamaker.  His 
plan,  as  given  in  his  annual  report  for  1892,  was: 

''Designated  postollices  to  receive,  on  deposit,  sums 
of  not  less  than  $1,  which  may  be  postage  stamps  on 
cards  to  be  furnished.  Interest  to  be  added  on  the 
beginning  of  the  next  month  after  deposit,  on  sums  of 
not  less  than  $10.  All  deposits  to  be  transferred  to 
the  Secretary  of  the  Treasury,  who  shall,  at  the  be- 
ginning of  each  half  year,  fix  the  interest  rate  to  be 
paid  to  depositors.  Said  rate  of  interest  to  be  one- 
half  of  one  per  cent  less  than  the  current  rate  at  sav- 
ings banks  and  private  banks  in  the  monetary  centers. 
The  Secretary  of  the  Treasury  shall  keep  account  of 
deposits  by  states,  and,  to  put  the  money  in  circula- 
tion, shall  offer  the  funds  arising  in  each  state  as  a 
loan  to  the  national  banks  of  the  same  state  at  a  rate 
of  interest  to  be  fixed  by  him,  and  these  sums  shall  be 
a  preferred  claim  against  the  assets  of  the  banks." 

Mr.  Wanamaker  made  a  strong  argument  in  favor 
of  his  proposition,  claiming  that  while  the  monetary 
centers  were  well  supplied  with  savings  banks,  ade- 
quate facilities  were  not  offered  in  the  west  and  south. 
His  argument  was  likewise  based  upon  the  duty  of 
the  government  to  encourage  thrift,  and  also  upon  the 
successful  results  which  the  system  has  shown  in 
other  countries. 
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PROPOSED    CHANGES    IN    THE     UNITED 
STATES  BANKING  SYSTEM. 

THE  BALTIMORE    PLAN. 

(Approved  by  the  American   Bankers'    Association   at   its   meeting 
held  in  Batimore,  October  lo  and  ii,  1894  ) 

Section  i.  The  provision  of  the  national  banking 
act  requiring  the  deposit  of  bonds  to  secure  circulating 
notes  hereafter  issued  shall  be  repealed. 

Sec.  2.  Allow  the  banks  to  issue  circulating  notes 
to  the  amount  of  50  per  centum  of  their  paid-up,  un- 
impaired capital,  subject  to  a  tax  of  one-half  of  i  per 
centum  per  annum  upon  the  average  amount  of  circu- 
lation outstanding  for  the  year,  and  an  additional  cir- 
culation of  25  per  centum  of  their  paid-up,  unimpaired 
capital,  subject  both  to  the  tax  of  one-half  of  i  per 
centum  per  annum  and  to  an  additional  heavy  tax  per 
annum  upon  the  average  amount  of  such  circulation 
outstanding  for  the  year;  said  additional  25  per  cen- 
tum to  be  known  as  "emergency  circulation." 

Sec.  3.  The' tax  of  one-half  of  i  per  centum  per 
annum  upon  the  average  amount  of  circulation  out- 
standing shall  be  paid  to  the  Treasurer  of  the  United 
States  as  a  means  of  revenue,  out  of  which  the  ex- 
penses of  the  office  of  the  Comptroller  of  the  Currency, 
the  printing  of  circulating  notes,  etc.,  shall  be  de- 
frayed. 

The  excess  over  one-half  of  i  per  centum  of  the  tax 
imposed  upon  the  ''emergency  circulation"  shall  be 
paid  into  the  "guarantee  fund"  referred  to  in  Section  6. 

Sec.  4.  The  banks  issuing  circulation  shall  de- 
posit and  maintain  with  the  Treasurer  of  the  United 
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States  a  "redemption  fund"  equal  to  5  per  centum  of 
their  average  outstanding  circulation,  as  provided  for 
under  the  existing  law. 

Sec.  5.  The  redemption  of  the  notes  of  all  banks, 
solvent  or  insolvent,  to  be  made  as  provided  for  by 
the  existing  law. 

Sec.  6.  Create  a  "guarantee  fund"  through  the 
deposit  by  each  bank  of  2  per  centum  upon  the  amount 
of  circulation  received  the  first  year.  Thereafter  im- 
pose a  tax  of  one-half  of  i  per  centum  upon  the  aver- 
age amount  of  outstanding  circulation,  the  same  to  be 
paid  into  this  fund  until  it  shall  equal  5  per  centum  of 
the  entire  circulation  outstanding,  w^hen  the  collection 
of  such  tax  shall  be  suspended,  to  be  resumed  when- 
ever the  Comptroller  of  the  Currency  shall  deem  it 
necessary. 

The  notes  of  insolvent  banks  shall  be  redeemed  by 
the  Treasurer  of  the  United  States  out  of  the  guaran- 
tee fund,  if  it  shall  be  sufiicient,  and  if  not  sufHcient, 
then  out  of  any  money  in  the  Treasury,  the  same  to 
be  reimbursed  to  the  Treasury  out  of  the  "guarantee 
fund"  when  replenished,  either  from  the  assets  of  the 
failed  banks  or  from  the  tax  aforesaid. 

National  banking  associations  organized  after  this 
plan  shall  have  gone  into  operation  may  receive  cir- 
culation from  the  Comptroller  of  the  Currency  upon 
paying  into  the  "guarantee  fund"  a  sum  bearing  the 
ratio  to  the  circulation  applied  for  and  allowed  that 
the  "guarantee  fund"  bears  to  the  total  circulation  out- 
standing, and  to  be  subject  to  the  tax  of  one-half  of  i 
per  centum  per  annum,  as  called  for  by  the  Treasurer 
of  the  United  States  for  the  creation  and  maintenance 
of  this  fund. 

No  association  or  individual  shall  have  any  claim 
upon  any  part  of  the  money  in  said  "guarantee  fund," 
except  for  the  redemption  of  the  circulating  notes  of 
any  insolvent  national  banking  association.     Any  sur- 
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plus  or  residue  of  said  ''guarantee  fund"  which  may 
be  hereafter  ascertained  or  determined  by  law  shall 
inure  to  the  benetit  of  the  United  States. 

Sec.  7.  The  Government  shall  have  a  prior  lien 
upon  the  assets  of  each  failed  bank  and  upon  the  lia- 
bility of  shareholders  for  the  purpose  of  restoring  the 
amount  withdrawn  from  the  ''guarantee  fund''  for  the 
redemption  of  its  circulation,  not  to  exceed,  however, 
the  amount  of  the  failed  bank's  outstanding  circula- 
tion after  deducting  the  sum  to  its  credit  in  the  ''re- 
demption fund"  (Section  4)  already  in  the  hands  of 
the  Treasurer  of  the  United  States. 

Sec.  8.  Circulation  can  be  retired  by  a  bank  at 
any  time  upon  depositing  with  the  Treasurer  of  the 
United  States  lawful  money  in  amount  equal  to  the 
sum  desired  to  be  withdrawn,  and  immediately  upon 
such  deposit  the  tax  indicated  in  Sections  2,  3  and  6 
shall  cease  upon  the  circulation  so  retired. 

Sec*  9.  In  the  event  of  the  winding  up  of  the 
business  of  a  bank  by  reason  of  insolvency,  or  other- 
wise, the  Treasurer  of  the  United  States,  with  the 
concurrence  of  the  Comptroller  of  the  Currency,  may, 
on  the  application  of  the  directors,  or  of  the  liquidator, 
receiver,  assignee,  or  other  proper  official,  and  upon  be- 
ing satisfied  that  proper  arrangements  have  been  made 
for  the  payment  of  the  notes  of  the  bank  and  any  tax 
due  thereon,  pay  over  to  such  directors,  liquidator, 
receiver,  assignee,  or  other  proper  official,  the  amount 
to  the  credit  of  the  bank  in  the  "redemption  fund"  in- 
dicated in  Section  4. 

SECRETARY  CARLISLE'S    PLAN. 

(Suggested  in  his  report  to  the  Fifty-Third  Congress.  A  bill  em- 
bodying these  ideas  was  reported  favorably  by  Chairman  Springer 
and  the  Democratic  members  of  the  House  Committee  on  Banking 
and  Currency.) 

I. 

Repeal  all  laws  requiring,  or  authorizing,  the  de- 
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posit  of  United  States  bonds  as  security  for  circulation. 

II. 

Permit  national  banks  to  issue  notes  to  an  amount 
not  exceeding  75  per  centum  of  their  paid-up  and  un- 
impaired capital,  but  require  each  bank  before  receiv- 
ing notes  to  deposit  a  guarantee  fund,  consisting  of 
United  States  legal  tender  notes,  including  Treasure- 
notes  of  1890,  to  the  amount  of  30  per  centum  upon 
the  circulating  notes  applied  for.  This  percentage  of 
deposits  upon  the  circulating  notes  outstanding  to  be 
maintained  at  all  times,  and  whenever  a  bank  retires 
its  circulation,  in  whole  or  in  part,  its  guarantee  fund 
to  be  returned  to  it  in  proportion  to  the  amount  of 
notes  retired. 

III. 

Retain  the  provision  of  the  law  making  stockhold- 
ers individually  liable,  and  provide  that  the  circulating 
notes  shall  constitute  a  first  lien  upon  all  the  assets  of 
the  bank. 

IV. 

Impose  a  tax  of  one-half  of  one  per  centum  per 
annum,  payable  semi-annually,  upon  the  average 
amount  of  notes  in  circulation,  to  defray  the  expenses 
of  printing  notes,  ofiicial  supervision,  cancellation,  etc. 

V. 

No  national  bank  note  to  be  of  less  denomination 
than  ten  dollars,  and  all  notes  of  the  same  denomina- 
tion to  be  uniform  in  design;  but  banks  desiring  to  re- 
deem their  notes  in  gold  may  have  them  made  paya- 
ble in  that  coin.  The  Secretary  of  the  Treasury  to 
have  authority  to  prepare  and  keep  on  hand  ready  for 
issue  upon  application  a  reserve  of  blank  national  bank 
not.^^  for  each  l^anking  association  having  circulation. 
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VI. 

Require  each  national  banking  association  to  re- 
tlecm  its  notes  at  its  own  ullice,  or  at  its  own  office 
aful  at  agencies  to  be  cLsignat.d  by  it. 

VII. 

To  provide  a  safety  fund  for  the  immediate  re- 
demption of  the  circulating  notes  of  failed  banks,  im- 
pose a  tax  of  —  per  centum  per  annum  upon  the 
average  circulation  of  each  bank  until  the  fund  amounts 
to  5  per  centum  of  the  total  circulation  outstanding. 
Require  each  new  bank,  and  each  bank  taking  out 
additional  circulation,  to  deposit  its  proper  proportion 
of  this  fund  before  receiving  notes.  When  a  bank 
fails,  its  guarantee  fund  held  on  deposit  to  be  paid 
into  the  safety  fund  and  used  in  the  redemption  of  its 
notes,  and  if  this  fund  shall  be  impaired  by  the  re- 
demption of  the  notes  of  failed  national  banks,and  the 
immediately  available  cash  assets  of  such  banks  are 
insuflicient  to  re-establish  the  fund,  it  shall  at  once  be 
made  good  by  pro  rata  assessments  upon  the  other 
banks,  according  to  the  amounts  of  their  outstanding 
circulation ;  but  there  shall  be  a  first  lien  upon  all  the 
assets  of  the  failed  bank,  or  banks,  to  reimburse  the 
contributing  banks.  The  safety  fund  may  be  invested 
in  outstanding  United  States  bonds  having  the  longest 
time  to  run,  the  bonds  and  the  interest  upon  them  to 
be  held  as  a  part  of  the  fund  and  sold  when  necessary 
to  redeem  notes  of  failed  banks. 

VIII. 

Repeal  the  provisions  of  the  reorganization  and  ex- 
tension act  of  July  12,  1882,  imposing  limitations  upon 
the  reduction  and  increase  of  national  bank  circulation. 

IX. 

Repeal  all  piuv..si()ns  of  the  law  requiring  banks  to 
keep  a  reserve  on  account  of  deposits. 
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X. 


The  Secretary  of  the  Treasury  may,  in  his  discre- 
tion, use  any  surplus  revenue  of  the  United  States  in 
the  redemption  and  retirement  of  United  States  legal 
tender  notes,  but  such  redemption  shall  not  in  the  ag- 
gregate exceed  an  amount  equal  to  70  per  cent  of  the 
additional  circulation  taken  out  by  national  and  state 
banks  under  the  system  herein  proposed. 

XI. 

Circulating  notes  issued  by  a  banking  corporation, 
duly  organized  under  the  laws  of  any  state,  and  which 
transacts  no  other  than  a  banking  business,  shall  be 
exempt  from  taxation  under  the  laws  of  the  United 
States,  when  it  is  shown  to  the  satisfaction  of  the  Sec- 
retary of  the  Treasury  and  the  Comptroller  of  the 
Currency — 

(i)  That  such  bank  has  at  no  time  had  outstanding 
its  circulating  notes  in  excess  of  75  per  centum  of  its 
paid-up  and  unimpaired  capital. 

(2)  That  its  stockholders  are  individually  liable  for 
the  redemption  of  its  circulating  notes  to  the  full  ex- 
tent of  their  ownership  of  stock. 

(3)  That  the  circulating  notes  constitute  by  law  a 
first  lien  upon  all  the  assets  of  the  bank. 

(4)  That  the  bank  has  at  all  times  kept  a  guarantee 
fund  in  United  States  legal  tender  notes,  including 
Treasury  notes  of  1890,  equal  to  30  per  centum  of  its 
outstanding  circulating  notes ;  and 

(5)  That  it  has  promptly  redeemed  its  notes  on  de- 
mand at  its  principal  office,  or  at  one  or  more  of  its 
branch  offices,  if  it  has  branches. 

XII. 

The  Secretary  of  the  Treasury  may,  upon  proper 
rules  and  regulations  to  be  established  by  him,  permit 
state  banks  to  procure  and  use  in  the  preparation  of 
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their  notes  the  distinctive  paper  used  in  printing 
United  States  securities;  but  no  state  bank  shall  print 
or  engrave  its  notes  in  similitude  of  a  United  States 
note,  or  certiticate,  or  national  bank  note. 

LYMAN  J.   gage's  IDEAS. 

(Suggestions  in  a  letter  written  December  10,  1894.  to  the  House 
Committee  on  Banking  and  Currency,  more  than  two  years  before  he 
became  Secretary  of  the  Treasury.  We  have  no  means  of  knowing 
how  far  his  ideas  have  since  been  modified.) 

Agreeing  with  the  criticisms  made  by  these  officers 
of  the  Government  (President  Cleveland  and  Secre- 
tary Carlisle)  as  to  the  present  weakness  of  our  situ- 
ation, and  the  great  desirability  of  separating  the  Gov- 
ernment from  the  direct  responsibility  of  currency 
issues,  I  am  persuaded  that  the  country  is  not  ready  to 
accept  their  recommendations  as  to  the  methods  pro- 
posed. In  making  any  change  the  method  should  be 
so  simple  that  all  can  comprehend  it,  and  it  should  be 
seen  that  the  incidental  effects  would  not  be  in  any 
direction  disturbing  to  trade,  commerce,  or  industry. 
I  believe  that  the ''Baltimore  Plan'' carries  the  true 
principles  of  a  credit  currency,  but  we  cannot  reach  it 
by  any  one  step,  and  years  may  intervene  before  it 
could  be  realized.  In  the  meantime,  the  way  for  the 
Government  to  step  out  of  the  currency  business  and 
place  the  burden  of  redemption  upon  the  banks  is 
plain. 

Authorize  the  issue  of  $250,000,000  oi  2}/^  per  cent 
bonds,  payable  at  such  time  as  Congress  may  elect 
(twenty-five  years  desirable),  to  be  offered  to  subscrib- 
ers at  par.  Accept  in  payment  United  States  legal 
tender  notes  or  Treasury  notes,  the  same  to  be  can- 
celed. 

Amend  tfie  national  bank  act  so  that  banks  can  ob- 
tain note  issue  to  the  face  value  of  bonds  deposited  as 
security  for  circulation.  Reduce  the  tax  on  circulat- 
ing notes  to  one-half  of  i  per  cent. 
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This  clone,  national  bank  notes  would  make  good 
the  vacuum  caused  by  the  retirement  of  (iovernment 
notes ;  in  fact,  there  would  be  some  expansion  under 
it,  to  be  followed  later  by  some  contraction  through 
forced  redemption  of  bank  issues,  if  it  be  true,  as 
some  claim,  tliat  the  volume  of  circulating  media  in 
the  United  States  is  larger  than  can  be  maintained, 
and  that  the  outflow  of  gold  is  nature's  method  of 
equalizing  things.  If  this  be  so,  if  contraction  through 
the  exportation  of  gold,  or  by  the  retirement  of  a  por- 
tion of  the  paper  money,  be  a  logical  sequence  of  our 
situation,  then,  in  that  case,  the  Government  being 
safe  from  demands,  the  banks  with  circulation  out- 
standing would  be  obliged  to  bring  their  issues  within 
narrower  limits;  but  all  this  would  work  itself  out, 
and  need  not  be  dwelt  upon  at  length  now. 

The  problem  is  this  :  To  take  the  Government  out 
of  the  note-issuing  business — 

( 1 )  Without  contracting  the  currency  in  the  process. 

(2)  Without  inviting  to  expansion. 

Secretary  Carlisle's  plan  is  subject  to  the  danger 
involved  under  the  last  suggestion. 

CHAIRMAN  JOSEPH  H.   W^ALKER's  PLAN. 

(As  proposed  in  a  bill  introduced  in   the  Fifty-Fourth  Congress  by 
the  chairman  of  the  Committee  on  Banking  and  Currency.) 

The  system  of  issuing  bank  currency  provided  in 
this  bill  is  as  follows:  Instead  of  the  bonds  required 
to  be  deposited  under  present  law  before  a  national 
bank  can  be  authorized  to  commence  business,  each 
bank,  according  to  its  capital,  is  required  to  deposit 
coin  or  Government  notes  or  certificates.  Banks  with 
capital  of  $250,000  or  less,  one-tenth  of  such  capital; 
banks  with  capital  in  excess  of  $250,000,  the  sum  of 
$25,000.  This  is  the  minimum  deposit  of  coin  or  Gov- 
ernment notes  or  certiticates  required,  but  further  de- 
posits up  to  the  amount  of  tht^  paid-up  capital  may  be 
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made.  Upon  the  delivery  of  the  coin,  coin  certificates 
and  Government  notes,  to  the  Treasurer,  the  bank  be- 
comes entitled  to  receive  from  tlie  Comptroller  of  the 
Currency  a  new  kind  of  note,  called  in  the  bill  United 
States  legal  tender  notes,  equal  in  amount  to  the  de- 
posit, but  never  to  exceed  the  paid-up  capital  stock  of 
the  bank.  These  notes  are  really  bank  notes  and  con- 
tain the  promise  of  the  bank  to  pay  on  demand,  attested 
by  the  signatures  of  the  president  and  cashier.  These 
notes  are  therefore  of  a  mixed  character,  and  to  dis- 
tinguish them  Mr.  Walker  embodies  in  the  law  the 
popular  name  ''greenbacks." 

In  addition  to  these  notes  the  bill  further  provides 
that  each  national  bank  organized  or  reorganized  un- 
der the  new  act  may  also  receive  from  the  Comptroller 
of  the  Currency  other  notes,  equal  to  the  amount  of 
its  reserve  held  during  the  first  year  of  its  new  cor- 
porate existence,  and  subsequently  it  may  receive 
these  notes  equal  in  amount  to  the  reserve  held  dur- 
ing the  preceding  six  months.  These  notes  issued  to 
any  bank  shall  never  exceed  the  amount  of  so-called 
greenbacks  issued  to  the  bank,  if  less  than  one-half  its 
capital,  and  never  exceed  in  any  case  one-half  the 
capital. 

The  retirement  of  the  present  legal  tender  notes  is 
provided  for.  Section  6  directs  the  Secretar\'  of  the 
Treasury  to  redeem  and  destroy  legal  tender  notes 
issued  under  authorit}' of  the  acts  prior  to  July  i,  1890 
(the  old  legal  tender  notes),  equal  to  90  per  cent  of  the 
coin,  coin  certificates  and  United  States  notes  deposited 
by  the  banks.  Whgi  the  legal  tenders  are  so  reduced 
that  the  amount  outstanding  is  equal  to  the  gold  re- 
serve held  by  the  Treasurer,  this  gold  is  to  be  set 
aside  to  redeem  and  cancel  such  remaining  legal 
tenders,  and  these  latter  can  no  longer  be  used  to  re- 
deem bank  notes  or  count  as  a  portion  of  the  bank  re- 
serves.    They  will  thus  be  forced  into  the  Treasur}^ 
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for  redemption  and  cancellation.  All  banks  are  forced 
to  take  out  the  new  greenbacks,  to  the  average  amount 
taken  by  three-fifths  of  the  associations,  by  a  tax  of 
twelve  per  cent  on  the  amount  they  fail  to  take.  They 
may  also,  in  addition  to  the  greenbacks  and  secondary 
notes  taken  out  as  heretofore  described,  procure  more 
greenbacks  by  depositing  bonds  of  any  kind  satisfac- 
tory to  the  Secretary,  but  for  the  notes  taken  out  the}' 
must  pay  interest  to  the  Treasury  at  the  rate  provided 
by  the  laws  of  the  state  in  which  they  are  located. 
This  is  a  provision  for  what  has  been  called  emergency 
circulation.  Greenbacks  would  not  be  taken  out  in 
this  manner  except  under  great  stringency  of  the 
money  market.  The  interest  to  be  paid  for  their  use 
would  retire  them  as  soon  as  the  stringency  was  over. 
The  issue  of  certificates  for  gold  or  silver  coin  or  for 
any  other  kind  of  money  is  prohibited.  There  is  also 
full  provision  made  for  the  retirement  and  redemption 
by  the  Treasury  and  bank  of  both  the  greenbacks  and 
reserve  notes  issued  to  the  banks  when  the  latter  re- 
duce capital  or  retire  from  business  or  become  insol- 
vent. Provision  is  also  made  for  the  funding  of  the 
new  greenbacks  into  bonds,  whenever  they  are  sur- 
rendered by  the  banks  or  in  any  way  come  in  for  re- 
demption faster  than  they  are  taken  out  by  the  banks. 

COMPTROLLER  ECKELS'    SUGGESTIONS. 

(Contained  in  his  report  to  the  second  session   of  the  Fifty-Fourth 
Congress.   P.  loo.) 

First.  That  the  loans  and  discounts  of  any  bank  to 
its  executive  officers  and  emplq^-^s  be  restricted  in 
amount,  secured  by  proper  collateral  or  by  additional 
signature  or  signatures  of  financially  responsible  per- 
sons to  the  notes  taken,  and  made  only  upon  the  ap- 
proval of  the  board  of  directors,  a  written  record  there- 
of being  kept. 

Second.     That  no  loan  shall  be  made  to  a  director 
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who  is  not  an  executive  oHicer  of  the  bank,  except 
either  upon  a  deposit  of  collateral  security  or  upon  a 
note  given  therefor  bearing  in  addition  to  such  direc- 
tor's own  signature  the  signature  or  signatures  of  one 
or  more  tinancially  responsible  person  or  persons. 

Third.  That  upon  a  day  in  each  year,  to  be  desig- 
nated by  the  Comptroller,  the  directors  of  national 
banks  shall  be  required  to  make  an  examination  of  the 
affairs  of  the  bank  with  which  connected  and  submit 
to  the  Comptroller  of  the  Currency  a  report  thereon 
upon  blanks  to  be  furnished  for  such  purpose. 

Fourth.  That  the  assistant  cashier,  in  the  absence 
or  because  of  the  disability  of  the  cashier,  be  author- 
ized to  sign  the  circulating  notes  and  to  sign  and  make 
oath  or  affirmation  to  reports  of  condition  of  a  national 
bank. 

Fifth.  That  some  class  of  public  officers  be  em- 
powered to  administer  the  general  oaths  required  to 
be  taken  by  the  National  Bank  Act. 

Sixth.  That  in  places  having  a  population  of  less 
than  2,000  inhabitants  national  banks  shall  be  per- 
mitted, under  regulations  to  be  made  by  the  Comp- 
troller of  the  Currency  and  approved  by  the  Secre- 
tary of  the  Treasury,  to  be  organized  with  a  capital 
stock  of  not  less  than  $25,000,  and  with  a  correspond- 
ing reduction  in  the  amount  of  bonds  required  to  be 
deposited  with  the  Treasurer  of  the  United  States. 

Seventh.  That  national  banks  be  permitted,  under 
such  regulations  and  restrictions  as  shall  be  made  by 
the  Comptroller  of  the  Currency  and  approved  by  the 
Secretary  of  the  Treasury,  to  establish  branch  banks 
in  towns  and  villages  where  no  national  bank  is  estab- 
lished and  where  the  population  does  not  exceed  i.ooo 
inhabitants ;  such  branch  banks  to  have  the  right  to 
receive  deposits,  make  loans  and  discounts,  and  buy 
and  sell  e.t:change,  but  in  no  case  to  be  permitted  to 
issue  circulating  notes  other  than  of  the  parent  bank. 
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It  shall  in  all  respects  be  considered  as  a  part  of  the 
parent  bank,  and  in  each  case  where  such  branches 
are  maintained  the  Comptroller  shall  receive  in  the 
reports  of  the  central  bank  a  statement  properly  sworn 
to  and  attested  of  the  condition  of  its  branches.  lie 
shall  also  have  the  right  of  separate  and  independent 
examinations,  and  he  may,  whenever  he  deems  it  nec- 
essary, require,  before  granting  the  right  to  any  bank 
to  maintain  branches,  that  the  paid-up  capital  stock  of 
such  bank  be  increased  to  an  amount  to  be  fixed  b}- 
him  with  the  approval  of  the  Secretary  of  the  Treas- 
ury. 

Eighth.  That  the  semi-annual  tax  levied  on  account 
of  the  circulating  notes  of  national  banks  be  reduced 
so  as  to  equal  but  one-fourth  of  i  per  centum  per 
annum. 

Ninth.  That  the  Comptroller  of  the  Currency  be 
authorized  to  issue  to  national  banking  associations 
circulating  notes  to  the  par  value  of  the  bonds,  when 
the  market  value  thereof  is  equal  to  the  par  value,  de- 
posited by  them  with  the  Treasurer  of  the  United 
States  to  secure  such  notes. 

PLAN  FOR  A  UNITED  STATES  BANK  OW^NED  BY  PRIVATE 

PARTIES. 

(From  Rhodes'  Journal  of  Banking,  October,  1895.) 

A  plan  for  a  bank  currency  was  suggested  in  the 
September  number  of  the  Journal,  to  which  we  desire 
to  call  the  attention  of  our  readers.  The  idea  was  to 
have  a  bank  chartered  by  Congress  with  its  principal 
oflice  in  New  York  City,  with  its  powers  strictly  con- 
fined to  the  one  function  of  issuing  circulating  notes. 
These  notes  are  to  be  issued  in  the  rediscount  of  com- 
meicial  paper  offered  to  it  by  the  banks  of  the  coun- 
tr}' — state,  national  and  private.  All  other  banks  are 
to  be  prohibited  from  issuing  circulating  notes,  and  to 
obtain  them  when  they  require  them  by  the  discount 
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of    commercial    paper     from    the    new    institution. 

The  new  bank  is  to  obtain  its  reserves,  first,  by  the 
subscription  of  a  capital  of  $20,000,000;  second,  by 
the  is.-;uing  of  its  circulatin^r  notes  in  exchange  for 
legal  tender  and  Treasury  notes  and  gold.  These 
last  notes  and  gold  are  to  be  held  as  a  reserve  for  the 
payment  of  all  its  notes.  This  reserve  would  be  am- 
ple for  a  circulation  three  times  its  amount  at  least. 
In  other  words,  if  the  bank  should  take  in  exchange 
for  its  own  notes  $200,000  in  gold,  this  gold  would  be 
a  reserve  ample  for  $600,000  in  notes.  The  Secre- 
tary of  the  Treasury  and  Comptroller  of  the  Currency 
are  to  be  members,  ex-officio,  of  the  directory  of  the 
bank.  The  institution  is  to  have  branches  in  all  the 
principal  cities  and  towns  of  the  country.  It  is  to 
be  simply  and  solely  a  bank  of  issue,  and  is  not  to 
come  into  competition  with  other  banks  in  any  shape 
or  manner.  Its  source  of  profit  will  be  interest  derived 
from  the  rediscount  of  commercial  paper.  This  rate 
can  be  ordinarily  fixed  very  low. 

Such  an  institution  would  at  once  relieve  the  Gov- 
ernment and  reform  the  currency.  The  bank  would  re- 
quire a  large  portion  of  the  legal  tender  and  Treasury 
notes  as  reserves,  and  would  hold  them  and  gradually 
convert  them  into  gold  as  the  Government  was  able  to 
pay  gold  for  them.  If  the  legal  tenders  and  Treasury 
notes  were  retired  as  fast  as  gold  was  paid  for  them, the 
reserves  in  the  bank  would  in  the  end  consist  wholly  of 
gold.  The  silver  certificates  could  be  made  exchange- 
able for  the  bank  notes,  and  thus  after  the  withdrawal 
of  the  other  Government  notes  they  would  always  re- 
main at  par.  Eventually  the  bank  could  take  in  hand  the 
sale  of  the  silver  bullion  now  owned  by  the  Govern- 
ment. The  amounts  that  the  banks  would  at  first  have 
to  deal  with  would  be  large, but  these  would  be  reduced 
as  the  Government  notes  were  redeemed  in  gold.  The 
notes  of  the  bank  should  not  be  receivable  for  customs 
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duties, but  being  always  redeemable  in  gold  they  would 
be  available  for  the  purpose.  The  bank  should  be 
permitted  to  issue  gold  certiticates  to  save  the  trans- 
portation of  gold. 

The  hrst  years  the  probability  is  that  the  amount  of 
notes  advanced  on  commercial  paper  to  all  the  banks 
would  not  much  exceed  the  present  circulation  of  the 
national  banks,  viz.,  $200,000,000.  The  Government 
should  share  in  the  profits  of  this  institution,  which,  at 
a  rate  of  i  per  cent  charged  for  the  discount  of  com- 
mercial paper,  would  easily  yield  an  amount  equal  to 
the  tax  now  collected  on  national  bank  circulation. 
The  rate  could  be  reduced  as  the  amounts  taken  on 
commercial  paper  increased. 

This  plan  is  as  if  the  Bank  of  England  were  re- 
duced to  its  issue  department.  It  leaves  to  the  banks 
of  the  country  as  they  are  now  constituted  the  entire 
business  of  dealing  w^ith  individual  citizens,  except 
where  the  latter  present  notes  for  redemption.  It  re- 
ceives no  deposits  and  makes  no  loans  except  loaning 
its  notes  to  banks  upon  commercial  paper. 

THOMAS    E.   hill's    PLAN    FOR  A  GOVERNMENT    BANK. 
(As  outlined  in  "Money  Found."  Chicago:  C.  H.  Kerr  &  Company.) 

"This  is  a  plan  for  the  Government  ownership  of 
banks,  the  proposition  being  to  establish  Government 
banks  at  all  central  points,  in  sufficient  number  tor 
care  for  all  the  money  of  the  people ;  the  postmasters 
in  sparsely  settled  districts  being  authorized  to  receive 
deposits  and  send  same  tp  nearest  banks.  The  Gov- 
ernment pays  3  per  cent  interest  on  time  deposits  and 
loans  at  4  per  cent.  The  Government  invests  nothing 
in  the  enterprise,  but  guarantees  the  depositor  against 
any  loss  from  bank  failures  and  receives  a  commission 
on  loans." 

THE  END. 
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Turkey,  113-114. 

United  States,  before  1861, 7-18,19-21 ; 
first  bank.  7;  colonial  banks,  7; 
first  bank  of,  9;  first  state  bank. 
10;  circulation  in  1815. 10,  bribery 
to  gain  charters,  11 ;  second  bank 
of  U.  S.,  11;  end  of  Bank  of  U.  S.. 
13-14;  state  l)anks.  1.V18;  insuffi- 
cient facilities  for  banking.  161; 
only  country  without  postal  sav- 
ings banks,  161;  proposed  postal 
savings  banlc  system,  175-176.  See 
National  Manks. 

United  States  bonds,  effect  of  na- 
tional l)ank  act  on  prices,  24. 

Uruguay.  134-i;i5. 

Walker,  .Joseph  H.,  plan  for  bank- 
ing reform,  184. 
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